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“With our National, we get 


(i) 


our billing out earlier... and 
this pleases our customers 


—says Mr. P. Reekie, Secretary, The It Company, Toronto 


\\ ITH our 


National Cash 
10OEB Book- 
keeping Ma- 
chine we are 
now getting our 
daily balance 
faster and in 
more simplified form,” writes Mr. 
Reekie. 


“When the end of the month comes 
around, we find it ‘just another day’. 
with our billing going in smooth 
fashion. Ledger cards and state- 
ments are typed in one easy opera- 
tion. Each month we bill at least 
400 or 500 of our accounts and all 
of them receive a clear, legible state- 
ment promptly at the first of each 
month. The adding machine feature 
of the National 16EB reduces errors: 
and the fact that our accounting and 
billing are always on time and in 
good shape gives us a feeling of 
confidence and pleases our custom- 
ers. 


“Our staff is delighted with the 


simplicity of the System and we 
would heartily recommend the Na- 


THE NATIONAL CASH REGISTER COMPANY 


OF CANADA LIMITED 
Head Office: Toronto 


Ledger cards and statements are 
typed in one easy operation with 
National 16EB Bookkeeping Machine 


tional as an efficient and economic 
system for any business with a simi- 
lar accounting and billing problem.” 


If you would like to send your bills 
out earlier . . . save time and money 
by accurate mechanized accounting 
. . . quickly obtain information that 
can lead to substantial cost reduc- 
tions and increased profits 
*phone or write today to your near- 
est National representative. Remem- 
ber, there’s a National Bookkeeping 
System ——- at an economic price — 
for every type of business, large 
or small. 


MATA 


CASH REGISTERS - ADDING MACHINES 
ACCOUNTING MACHINES 


Sales Offices in Principal Cities 
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eee BUSINESS 
FORM REDUCE 
PAPERWORK ? 





Business forms, expertly designed, and used in conjunc- 
tion with simple, yet efficient procedures can reduce 


paperwork. 


The Crain representative in your area is thoroughly 
trained to offer assistance with forms and systems prob- 
lems. His experience and knowledge of form design and 
simplified procedures can lead to important savings in 
the costs of paperwork. Services of the Crain representa- 


tive are at your disposal without obligation. 


R.L.CRAIN LIMITED 


OTTAWA ly CANADA 


Branches in: 
OTTAWA @ TORONTO @ MONTREAL 
MONCTON @ HAMILTON e@ = KITCHENER 
LONDON e WINDSOR e@ WINNIPEG 
EDMONTON @ VANCOUVER 
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FOR LOOSE LEAF EQUIPMENT 
SPECIFY 


The Complete Loose Leaf Line 


BILTRITE POST BINDERS - - - RING & MEMO BOOKS 
VISIBLE RECORD EQUIPMENT 
COLUMNAR AND LEDGER SHEETS - ALL POPULAR RULINGS 
SPECIAL FORMS AND BINDERS TO YOUR REQUIREMENTS 
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Ask About... 
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McLeop, Youns, WEIR & COMPANY 
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Compiled by the Burroughs Adding 
Machine Company, “An Introduction to 
Mechanical Accounting Methods” is 
filled with practical, easy-to-read infor- 
mation. It contains a basic outline of 
mechanical accounting procedures and 
practices which can be applied profitably 
to both large and small businesses. 


Every major phase of accounting is 
treated, with examples of forms and 
their most efficient use. Basic types of 
accounting machines are illustrated and 
their application to various accounting 
operations is explained. 


A copy of this informative 88-page book 
is yours without cost. Just call or write 
your nearest Burroughs office, listed in 
the yellow pages of your telephone book, 
or mail the coupon. 


Burroughs 


WHEREVER THERE’S BUSINESS THERE’S 


Burroughs 


r-------- 


BURROUGHS ADDING MACHINE OF CANADA, LIMITED 
Windsor, Ontario 


I would like to have a copy of “An Introduction to Mechanical 
Accounting Methods.” 
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Company 
Address 
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Helping Business 


Using life insurance to solve business problems is 
good management to modern thinking executives. 


To Provide 


© that business credit will be more stable 


© that a business will continue even though a key 
man should die 


® that there will not be a forced sale because of 
death 


* incentive deferred compensation plans for key 
employees 


Ask our Estate Planning Service—an inquiry does not obligate you 


Crown LIFE 


Connstaated INSURANCE COMPANY tame Otties 


HIGHER ACCOUNTING 


and ALLIED SUBJECTS 


taught 


The SHAW way — the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto KI. 3165-6-7 


Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.&J. TAYLOR Limiteo 
TORONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 
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Eleathic lyping lime 


Typing is easy, fast, and “letter perfect’’ 
when your stenographic staff uses IBM’s. 

With IBM Electric Typewriters, they’ll 
turn out consistently beautiful work .. . 
almost without effort. They’ll finish their 
regular typing more quickly . . . have time 
for other important work. 

Isn’t it time your office, too, had IBM 
Electrics? 


For descriptive folder, 
write to IBM, Dept. 
CCA, Don Mills Rd., 


INTERNATIONAL BUSINESS MACHINES *-. _ Toronto, 6. Ont. 
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YOUR DUTY... 


AS A PUBLIC ACCOUNTANT 
INCLUDES 
ADVISING YOUR CLIENTS ON THEIR INSURANCE NEEDS 


Consult 


“GRANT « BRADFORD wn. ,.,.“= 


all provinces 


and Insurance Brokers 
417 St. Peter St., Montreal and 
1127 


New York - 
Paris. 


London 


ACCOUNTANTS INDEMNITY 


ENQUIRY: EM. 4-6481 
"| TORONTO ‘PHONE ORDER: EM. 4-8311 


BURROUGHS 


ADDING MACHINES 


CASH REGISTERING 


MACHINES 
Now Sold by Grand & Toy 
The name “Burroughs” “figure 
work short-cuts’”’ to thousands of account- 
ants. Grand & Toy’s appointment as a 
Burroughs dealer gives us an increased 
See the latest 
Burroughs adding machines and cash reg- 


means 


opportunity to serve you. 


istering machines on display in our main 
store and branch stores. 


[FRAND & TOY iimites 


6-14 Wellington Street West 


332 Bay St. 115 Yonge St. 
TORONTO 1, CANADA 


INTERNAL AUDITOR 
Manufacturers of electrical equipment 
require young accountant, preferably 
C.A., with some previous experience in 
internal auditing. Box 291, The Cana- 
dian Chartered Accountant, 10 Adelaide 
St. E., Toronto, Ont. 


PRACTICE WANTED 


Practising chartered accountant wishes 
to acquire medium or small practice in 
Ontario. Reply Box 285, The Cana- 
dian Chartered Accountant, 10 Ade- 
laide Street E., Toronto, Ont. 


MA. 


Associated 


ROBT. BRADFORD 
& CO. LTD. 


L at LLOYDS 
INSURANCE 


COMPTROLLER WANTED 
For large departmental store and chain 
of retail stores in the Maritime Prov- 
inces. Box 289, The Canadian Chart- 
ered Accountant, 10 Adelaide St. E. 
Toronto, Ont. 


& FIDELITY 


ACCOUNTANT WANTED 
By 
LARGE MONCTON, N.B. 
ORGANIZATION 


This advertisement is directed to a man 

presently employed, who is looking for 

advancement in the accounting profes- 

sion. 

The position requires: 

a) sound accounting training and ex- 
perience; 

b) ability to prepare financial state- 
ments and statistics; 

c) ability to organize and implement 
accounting and office procedures. 
Salary will be commensurate with the 
responsibility of the position and the 
qualifications of the applicant. Reply 
to Box 288, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Tor- 

onto, Ont. 


EXECUTIVE COMPTROLLER 
REQUIRED 


A chartered accountant with minimum 
of 10 years experience in large indus- 
trial organization or utility. Age range 
35 to 45 years preferred. Current 
earning capacity must be $10,000 to 
$12,000 per annum. To be located in 
Toronto. Replies will be treated in 
strictest confidence. Write to: J. D. 
Woods & Gordon Limited, 15 Wel- 
lington St. W., Toronto, Ont. 
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Industrial Financing 
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| @ survey of the current economic climate, 
articles dealing with specific aspects of 
Canadian commerce and industry, a con- 
cise review of foreign trade developments 
and a statistical summary of commercial 
and industrial activity. 


A postcard or letter will place 
your name on our mailing list. 


The Canadian Bank of Commerce 
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Corporate Financing... 


In our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
Should you require information or assistance in such 


matters, we would welcome your enquiry. 


™ ry 
A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 
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COMMENT AND OPINION 


The New President 

a. Canadian Institute’s new presi- 

dent, Mr. Lorn McLean, of Van- 
couver, is perhaps as truly representative 
of Canada as any member of the In- 
stitute. Although born in Palo Alto, 
California, where his father was a pro- 
fessor at Leland Stanford University, Mr. 
McLean has ties with many parts of Can- 
ada besides British Columbia. His early 
years were spent in Ottawa, and his col- 
lege years at Toronto University where 
he graduated in Modern History. He 


took up professional life in Montreal in 
1924 with Price Waterhouse & Co., be- 
coming a member of the Quebec Institute 
in 1927 and moving to Toronto in 1928 


where he remained until 1940. In that 
year he accepted a position with British 
Columbia Power Corporation where he 
is now vice-president. He is, of course, 
a member of the B.C. Institute of Chart- 
ered Accountants, of which he was presi- 
dent in 1949. In his younger days he 
was an active tennis player. 

We have mentioned that Mr. 
McLean's father was at one time a pro- 
fessor, and although the son did not 
follow in the father’s footsteps in that 
respect, he has, we are sure, inherited 
some part at least of the academic out- 
look. A year or two ago we committed 
what we now know to be a solecism in 
the use of language, of which we re- 
mained blissfully unaware until Mr. 
McLean very tactfully called it to our 
attention. In seeking to describe the 


composition of the C.I.C.A. we said that 
the C.L.C.A. 7s comprised of the mem- 
bers of the provincial Institutes, and of 
course what we should have said was 
that the C.I.C.A. comprises the members 
of the provincial Institutes. Being some- 
thing of a purist ourselves, our new 
president, whom we formerly knew only 
as an eminent accountant and financial 
executive, has as a result assumed an 
even greater stature in our eyes: he is 
a better purist that we are. 

May we congratulate him on his elec- 
tion to the presidency of the C.I.C.A., 
and we think that the C.I.C.A. is also 
to be congratulated on its new president. 


The 50th Annual Meeting 


A COMPLETE report on the 50th an- 
nual meeting of the Canadian In- 
stitute appears elsewhere in this number, 
but this leading page is, we think, the 
right place for the purpose we have in 
mind, to thank the Quebec Institute, the 
hosts on this occasion, for a task mag- 
nificently performed. The Quebec In- 
stitute is, of course, the oldest in Can- 
ada, having received its Charter in 1880, 
and on the founding of the Canadian In- 
stitute 22 years later the first president 
was a member of the Quebec Institute, 
Mr. John Hyde. It was therefore most 
appropriate that this golden jubilee of 
the Canadian Institute should have been 
held in the Province of Quebec, and it 
was a happy circumstance that the 
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C.I.C.A. was thereby enabled to join in 
the centenary celebration of Quebec’s — 
and Canada’s — oldest university, Laval, 
which is making such gigantic strides 
forward in the field of higher education. 

These annual meetings afford each of 
the Institutes, at intervals of varying dur- 
ation, to demonstrate the special features, 
physical and psychical, of each Province 
of Canada. Undoubtedly there are con- 
siderable differences in both these re- 
spects between any two Provinces of Can- 
ada, even those which adjoin, but one 
quality they do have in common is hos- 
pitality in an exceptionally marked de- 
gree. 

While all ten Provinces of Canada 
differ from one another in various res- 
pects, Quebec alone differs from all the 
others in that its dominant language 
and culture derive from the south shore 
rather than the north shore of the Eng- 
lish Channel. The French-speaking por- 
tion of our population — such is our 
view after five very full days at Quebec 
City and three in Montreal — have in- 
herited all the finest qualities of their 
ancestors. 

We cannot refrain from likening the 
meeting unto a feast — a feast fit to make 
the mouth of the most fastidious gour- 
met water. The makings were there from 
coast to coast — rich rainbow trout taken 
from the Kootenay Bay area of British 
Columbia; fat filets mignon from South- 
ern Alberta; delicious duck felled over 
slews in Saskatchewan; gorgeous gold- 
eye born and bred in Lake Winnipegosis, 
Manitoba; plump partridge from the 
woods of Ontario; succulent salmon 
from the Restigouche, New Brunswick; 
scrumptious swordfish steaks from Cape 
Breton, Nova Scotia; magnificent mal- 
peque oysters from Prince Edward 
Island; luscious lobster from New- 
foundland. But to prepare a repast takes 
much more than the makings, excel- 
lent though they may be. It was our 
Quebec hosts, who played chef and who, 
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with their traditional culinary skill, fur- 
nished the exquisite sauce that made of 
these victuals one of the most memorable 
meetings ever to be enjoyed by chart- 
ered accountants. 


Business and Charity 

oe IMENT may have no place in 

business but it is certain that charity 
has a most important one. There can be 
few business men and companies in these 
days who do not repeatedly face the 
problems of what charities are worthy 
objects and how much to donate. The 
multiplicity of appeals being made and 
some recent rather shocking disclosures 
regarding the expenses of management 
of at least one charitable organization 
have recently led many business leaders 
to the conclusion that something positive 
must be done in the interests both of 
commercial enterprise and of the com- 
munity. What is desired is a clarification 
of the whole picture of philanthropy in 
Canada and in particular of the role 
played therein by business. 

With this in view a national commit- 
tee of business leaders, with the endorse- 
ment of the Boards of Trade of Montreal, 
Toronto, and Vancouver, and of the 
Chamber of Commerce of Winnipeg, are 
launching a comprehensive survey by 
questionnaire addressed to 5,000 Cana- 
dian companies to ascertain all the facts 
on corporate giving and the policies and 
procedures of different companies. Fin- 
ancial support for this elaborate survey 
has been furnished by a wide cross- 
section of Canadian business, and a 
prominent firm of chartered accountants 
have undertaken to preserve the anon- 
ymity of companies supplying this in- 
formation. 

Our readers will, we are sure, appre- 
ciate the importance of this survey and 
support it in every way open to them. 
Such a survey can do nothing but good 
and it deserves the backing of this pro- 
fession. 


Report of the 
Fiftieth Annual Meeting 


By C. L. King, B.Com., F.C.A. 


The secretary of the C.I.C.A. reports to the members 


_ fiftieth annual meeting of The 
Canadian Institute of Chartered 
Accountants was held this year, and, 
most appropriately, in the Province 
whose provincial Institute was the first 
to receive a Charter. To further mark 
the significance of the occasion the 
celebrations were observed not in one 
locale but in two, firstly in Cham- 
plain’s ancient capital of New France, 
the city of Quebec, and, following that, 
in Canada’s greatest metropolis, the 
city of Montreal. 

The executive committee held its 
preliminary meeting in yet another 
famed place in Quebec, at the Manor 
Richelieu in Murray Bay on the Sag- 
uenay River. The executive commit- 
tee arrived at the Chateau Frontenac 
in Quebec on Friday, September 5, 
where the Committee on Education and 
Examinations and the Committee on 
Courses of Instruction held meetings 
on that day also. Council held meet- 
ings on Saturday, September 6 and 
Monday, September 8. The annual 
general meeting itself took place at 
the Hotel Windsor in Montreal on 
Thursday morning, September 11. 

It is no exaggeration to say that dele- 
gates and their ladies were over- 


whelmed by the hospitality extended 
to them in Quebec City, where the 
resident members and their ladies 
proved that the reputation of our 
French-speaking compatriots in that re- 
gard is wholly justified. This first be- 
came evident at luncheon on Saturday, 
September 5, when the Quebec City 
Committee of the provincial Institute 
gave a luncheon for the delegates and 
their ladies at Kent House beside 
Montmorency Falls. This house, built 
in 1783 for Queen Victoria’s father, 
the Duke of Kent, then stationed with 
the British Army in Quebec, is pre- 
served in perfect condition and is now 
operated as a hotel. On this occasion 
Mr. Maurice De Coster presented two 
wooden figurines to the vice-president 
of the C.I.C.A., Lorn McLean, and 
Mrs. McLean. 

Another most happy circumstance 
attending the Quebec City portion of 
the convention was the opportunity af- 
forded to join in the centenary celebra- 
tion of Laval University, which re- 
ceived its charter as a University from 
Queen Victoria in 1852, although its 
origins can be traced back to 1635. 
Thus, on Saturday afternoon, Septem- 
ber 6, chartered accountants and their 


175 





176 


ladies to the number of nearly 350 
were received at the University by 
Msgr. Vandry, rector of the University. 
Msgr. Vandry welcomed the delegates 
in an interesting address, in which he 
expressed the deep desire for the sym- 
pathetic understanding of English- 
speaking Canadians in Laval Univer- 
sity’s purpose to create a still finer in- 
stitution of higher education. It was 
on this occasion that Msgr. Vandry 
announced that a doctorate honoris 
causa in financial sciences would be 
granted by Laval University to Mr. A. 
Emile Beauvais, president of the C.I.C.A., 
on September 22. 


One of the social highlights of the 
convention followed that evening, a 
buffet supper and dance at the Manoir 
St. Castin beside Lac Beauport, a few 
miles outside of the City, with a set- 
ting which called Switzerland to mind. 
The tables, laden with delicacies of 
every description in a pattern of varied 
colours, remain an unforgettable mem- 
ory both to the eye and the palate. 
Followed the dancing, for those of 
more sedate temperament a dance of 
modern style, but for the others — in 
the end almost everyone — an old 
time country square dance, carried on 
with enormous verve and enthusiasm. 
The hour was late when the buses re- 
turned us to our hotel. 


No activities were laid on for Sun- 
day, September 7, and members took 
advantage of the free time to tour the 
historical points of interest, with 
which, of course, Quebec abounds. 
Many climbed to the walls of the old 
citadel, where His Excellency the Gov- 
ernor-General, the Rt. Hon. Vincent 
Massey, was in residence, and from 
there passed on to the Plains of Ab- 
raham where memorial stones mark 
the precise spots where General Wolfe 
and his gallant antagonist both fell. 
In the afternoon the Quebec provin- 
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cial exposition attracted some of our 
delegates, and report has it that some 
of the Torontonians, belying their 
Sunday reputation, were seen to place 
wagers on the horse races, and actually 
tripled their investment! The ancient 
Isle d’Orleans saw many delegates too 
that afternoon. Perhaps one of the 
oldest settled communities in the 
northern half of the continent, the 
rustic Norman architecture of its farm 
buildings and villages, the charm and 
simplicity of its churches, the primord- 
ial lushness of its forests, all bear 
tribute to our French-speaking com- 
patriots’ tenacious love of beauty and 
the things of the spirit. 


On Monday, following the Council 
meeting, members and their ladies 
were guests of the Quebec Institute at 
a luncheon presided over by Mr. James 
A. de Lalanne, C.B.E., M.C., president 
of the Quebec Institute. Guest speaker 
for the occasion was the Hon. Mr. 
Onesime Gagnon, Minister of Finance 
of Quebec, who after paying a tribute 
to the profession and the significant 
roles which it played in public finance, 
explained why the province of Quebec 
had been unable to see its way to en- 
tering into a tax rental agreement with 
the Dominion Government. His ad- 
dress was very well received by those 
present. 


In the latter part of the afternoon 
delegates were received at the Hotel 
de Ville by the chairman of the Muni- 
cipal Tourism Bureau and members of 
the Council, the Mayor himself being 
absent in Europe. In the evening 
everyone attended a _ reception at 
L’Ecole de Commerce de Laval in its 
new building at Cité Universitaire a 
few miles outside the city, where the 
Director of the School, Brother Marc 
André, received the members and their 
ladies. This magnificent structure, an 
architectural masterpiece, with its spa- 











cious class-rooms and theatres, is in- 
deed a concrete assurance of Laval Uni- 
versity’s enduring interest in commer- 
cial education and of the increasing 
participation to be expected of French- 
speaking Canadians in the profession 
of accounting. 


On Tuesday morning a general ses- 
sion was held in the Chateau Frontenac 
under the chairmanship of Lorn Mc- 
Lean, then first vice-president of the 
C.I.C.A. Maurice De Coster, C.A., in- 
troduced the speakers: L’Abbé Arthur 
Maheux, professor of history at Quebec 
University, who spoke charmingly and 
wittily on what the program described 
as “Quebec and its History” but which 
might perhaps be better entitled, “The 
French Canadians in the Canadian Na- 
tion”, the gist of which was that what- 
ever antagonism might be felt by some 
English-speaking Canadians for the 
compatriots of the other tongue in- 
variably disappeared when they came 
to know them — a sentiment which 
the convention itself amply demon- 
strated. L’Abbé Maheux spoke in 
English, and the compliment was re- 
turned by George P. Keeping, who 
delivered in excellent French an ad- 
dress on “La Position du Comptable 
Agréé dans la Société Moderne’. It 
was perhaps something of a paradox 
that Mr. Keeping, a native of England, 
displayed a familiarity with Canada’s 
other tongue shared by few native-born 
Canadians from outside Quebec — 
even by some from within. 


In the afternoon the exodus to 
Montreal took place, by car and by 
train, and it was with genuine regret 
that adieux, or rather, we hope, aux 
revoirs, were said to the Quebec City 
members and their beautiful and 
charming ladies, who had made our 
stay in their ancient capital one which 
will linger in the memory. It is per- 
haps not too much to say that these 
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few days in Quebec and our experi- 
ences there did more than anything to 
convince us that Canada is all the bet- 
ter country for its two languages and 
its two cultural heritages. 


Arriving at the Windsor Hotel on 
Tuesday evening, the Quebec group of 
some 150 were joined by several hun- 
dred of their confreres from Montreal 
at a reception in the Windsor Hotel. 
On Wednesday, September 10, two 
general sessions were held. The first 
was upon the topic: “Should Account- 
ing Recognize Fluctuations in the 
Value of the Monetary Unit?” Mr. 
W. J. Macdonald, M.C., M.M., second 
vice-president of the C.I.C.A., pre- 
sided over the session, and the speak- 
ers were Messrs. K. LeM. Carter, of 
Toronto, V. W. T. Scully, C.M.G., of 
Hamilton, and G. G. Richardson, of 
Toronto. A second general session fol- 
lowed on the topic “Modern Trends in 
Auditing Techniques”. Mr. J. Grant 
Glassco, O.B.E., Ontario’s representa- 
tive on the executive committee, pre- 
sided, and the speaker was Mr. Frank 
T. Denis of Montreal. 


Following the two general sessions 
the delegates were the guests of the 
Quebec Institute at luncheon in the 
Windsor Hotel. On this occasion, 
Mr. Martin Harvey Landsberg, of To- 
ronto, was presented a certificate for 
obtaining the highest marks in Can- 
ada on the last final examinations, Mr. 
Denham Kelsey, chairman of the Board 
of Examiners-in-Chief, making the 
presentation. The guest speaker on 
this occasion was Mr. C. Percy Barrow- 
cliff, F.S.A.A., president of the Society 
of Incorporated Accountants and Au- 
ditors, his subject being the place of 
the accountant in today’s economy. Mr. 
Barrowcliff was strongly of the opinion 
that proper accounting demanded re- 
cognition of the changing value of the 
monetary unit. 
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It may be mentioned here that this 
fiftieth annual meeting of the C.I.C.A. 
was attended by a greater number of 
distinguished accountants from other 
countries than any previous conven- 
tion, at least in recent years. In addi- 
tion to Mr. Barrowcliff, who was ac- 
companied by Mrs. Barrowcliff, the 
Institute of Chartered Accountants in 
England and Wales was represented by 
its vice-president and his wife, Mr. and 
Mrs. James Blakey, and also by its 
secretary and his wife, Mr. and Mrs. 
Alan S. Maclver. From the United 
States came the president of the Am- 
erican Institute of Accountants and his 
wife, Mr. and Mrs. J. William Hope, 
and its director of research, Mr. Car- 
man G. Blough, who was accompanied 
by Mrs. Blough. 


Following the luncheon the annual 
golf tournament took place at the beau- 
tiful Laval sur-le-Lac golf club, the 
Quebec Institute winning the Richard- 


son trophy for the low team score and 
Aubrey Van Harris of Montreal win- 
ning the Thompson trophy for the 


low net. During the same afternoon 
the ladies of the convention enjoyed a 
luncheon and a commentary on fashion 
by Doreen Day of the T. Eaton Co. at 
the Montreal Badminton and Squash 
Club. 


Prior to the annual meeting on 
Thursday, September 11, three general 
sessions were held on the subject of 
taxation. The first of these, under 
the chairmanship of the senior past- 
president of the C.I.C.A., John Parton, 
was devoted to the new Part IA tax 
on the undistributed income of com- 
panies. Mr. R. M. Parkinson of Mont- 
real was the speaker. Mr. K. J. Mor- 
rison, O.B.E., immediate past presi- 
dent of the C.I.C.A., presided over the 
discussion on capital cost allowances, 
the speaker being Mr. Rosaire Cour- 
tois, vice-president of the Quebec In- 
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stitute. The third topic was taxation 
of non-residents. Mr. J. G. Mundie, 
a past-president of the C.I.C.A., was 
chairman and the speaker was G. Arn- 
old Sharp. Each of the three meetings 
was well attended, and following the 
speakers’ formal addresses lively discus- 
sions ensued. While this was going on 
the ladies were enjoying a motor trip 
to Ste. Adele in the Laurentians and 
lunched at The Chantecler. 

The annual gathering was held in 
the Windsor Hotel at 11 a.m., the 
president’s report read, the reports of 
committees received and new officers 
elected. The reports are reproduced in 
the White Book. 


The convention terminated with a 
reception in the evening, followed by 
a dinner and dance. At the dinner the 
golf trophies were awarded and bou- 
quets presented to four charming 
ladies, Mmes. Beauvais, McLean, de 
Lalanne, and Hawthorn. Messrs. Bar- 
rowcliff and Blakey from the two Eng- 
lish societies and Mr. Hope of the 
American Institute spoke some gra- 
cious words, and the climax of the 
dinner came with the change-over of 
the presidency of the Canadian Insti- 
tute from Mr. Beauvais to Mr. Mc- 
Lean. As a mark of appreciation for 
his devotion to the Institute during his 
strenuous year of office, Mr. Beauvais 
was presented with a pair of binocu- 
lars, suitably inscribed, by his immedi- 
ate predecessor in office, Mr. K. J. 
Morrison. Another interesting pre- 
sentation was that of a gavel to the 
president of the CICA. a very 
thoughtful gesture on the part of the 
Quebec Institute. | The presentation 
was made by Mr. J. C. Thompson of 
Montreal to Mr. Lorn McLean. 


And so concluded the golden jubilee 
of the Canadian Institute of Chartered 
Accountants. 


















_ professional accountants, with cur- 
rent or past experience in public 
practice, there can be few matters of 
greater interest than the preparation of 
financial statements and the verification 
of the data which appear in such state- 
ments. That corporation reports truly 
present the facts is of the utmost im- 
portance to all accountants, and because 
we are no longer sure that the facts are 
as we are accustomed to represent them 
to be, we must give consideration to the 
problem arising from the rapid and con- 
tinued decline in the purchasing power 
of the dollar. 


Importance of Sound Accounting 


Before coming to the point, it is es- 
sential to note the dependence of busi- 
nessmen, investors, bankers, and indeed 
the public at large, on good accounting. 
The growth of corporate industry has 
greatly accelerated the evolution of ac- 
counting. I believe it is fair to say that 
the accountant has kept pace with most 
demands on him. Outside professional 
circles, it is unlikely that many people 
realize how complex modern business 
accounting has become, and yet, with 
mechanical equipment and good plan- 


Problems Arising from the 
Decline in the Purchasing Power of the Dollar 


Accountants should be prepared to 
deal with fluctuations in the value of the monetary unit 


By V. W. Scully, C.M.G., F.C.A. 


ning, information essential to the man- 
agement of business enterprises is read- 
ily available promptly and in amazingly 


accurate form. The largest businesses 
in the world, such as G.M.C., U.S. Steel, 
and even our own great railways, issue 
interim reports several times a year giv- 
ing reliable information on the earnings 
and financial position. Such reports, in 
themselves, give little indication of the 
intricate accounting procedures which 
make them possible. 

Techniques are constantly being devel- 
oped which enable executives to keep the 
closest control over their business opera- 
tions. Without such development, it is 
highly unlikely that business could have 
grown as it has or that the public who 
benefit most from economy and efficiency 
would enjoy so many of the material 
conveniences that are now commonplace. 

It has been said that accountants are 
conservative and old-fashioned, resistant 
to change and suspicious of innovations. 
Although this may be true in some re- 
spects, it is certainly not supported by the 
tremendous evidence of progress in com- 
mercial, industrial, and financial affairs 
over the last half century. I have been 
fortunate enough to see some of this 
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progress, and have learned to appreciate 
the growing prestige and importance of 
the professional accountant. It is there- 
fore a little surprising to find that a 
somewhat negative attitude seems to 
characterize the accountant’s view of this 
money value problem. As between one’s 
own currency and the currency of some 
foreign country there have been pretty 
well accepted principles for translation 
or conversion, and over several difficult 
financial periods in my own limited ex- 
perience, the accountant has had to deal 
with violent exchange fluctuations and 
has done so satisfactorily. Similar fluc- 
tuations in the value of one’s own money, 
however, which constitute a far more 
serious and more difficult problem, seem 
to find accountants unprepared — at 
least unprepared to agree on how one 
should deal with it. 


The English 
Institute’s Pronouncements 


The Institute of Chartered Account- 
ants in England and Wales recently is- 
sued the Seventh Supplement to their 
‘Recommendations on Accounting Prin- 
ciples”, dated May 31, 1952. This little 
publication, entitled ‘Accounting in Re- 
lation to Changes in the Purchasing 
Power of Money”, has been issued 
“pending the outcome of further study’’, 
and out of the hope that it will be help- 
ful to members whose advice may be 
sought or who have responsibilities as 
directors or officers of companies. This 
supplement is terse and clear, and yet a 
paragraph near the end, No. 315, shook 
me a little. This is it: 

The Council also recommends to members 

who are directors or officers of companies 

or who are asked by clients for advice, that 
they should stress the limitations on the 

Significance of profits computed on the basis 

of historical cost in periods of material 

changes in the purchasing power of money; 
and that they should draw attention to the 
desirability of: 
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(a) setting amounts aside from profits to 
reserve in recognition of the effects 
which changes in the purchasing pow- 
er of money have had upon the af- 
fairs of the business, particularly their 
effect on the amount of profit which, 
as a matter of policy, can prudently 
be regarded as available for distribu- 
tion; 
showing in the directors’ report or 
otherwise the effects which changes 
in the purchasing power of money 
have had on the affairs of the busi- 
ness, including in particular the fin- 
ancial requirements for its mainten- 
ance and the directors’ policy for meet- 
ing those requirements, either by set- 
ting aside to reserve or by raising new 
capital; 
experimenting with methods of mea- 
suring the effects of changes in the 
purchasing power of money on profits 
and on financial requirements. If the 
results of such experiments are pub- 
lished as part of the documents ac- 
companying the annual accounts, the 
basis used for the calculations and the 
significance of the figures in relation 
to the business concerned should be 
stated clearly. 


Inconsistent ? 


Note the clear statement that members 
“should stress the limitation on the sig- 
nificance of profits computed on the basis 
of historical costs, etc. etc.’’, and this 
after concluding in part (I now quote 
from para. 314 of the Institute’s Recom- 
mendations) : 

Unless and until a practicable and gen- 
erally acceptable alternative is available, 
the Council recommends that the account- 
ing principles set out below should con- 
tinue to be applied: 

(a) Historical cost should continue to be 
the basis on which annual accounts 
should be prepared and, in conse- 
quence, the basis on which profits 
shown by such accounts are com- 
pated ::... x 


It may be that there is no inconsistency 
here, but I am afraid that the client — 
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the unfortunate businessman — will be 
puzzled by the statement that only his- 
torical costs are acceptable but that the 
significance in times like these of profits 
based on such costs is doubtful. 


The Definitive View 


It is not easy to quarrel seriously with 
the statements made in the Seventh Sup- 
plement. As a matter of personal opin- 
ion, I believe the British accountants 
have, in a few brief paragraphs, said 
all that need be said. Para. 312 gives 
the clearest recognition of the difficulty: 

The Council cannot emphasize too 
strongly that the significance of accounts 
prepared on the basis of historical cost is 
subject to limitations, not the least of 
which is that the monetary unit in which 
the accounts are prepared is not a stable 
unit of measurement. In consequence the 
results shown by accounts prepared on the 
basis of historical cost are not a measure of 
increase or decrease in wealth in terms of 
purchasing power; nor do the results neces- 
sarily represent the amount which can pru- 
dently be regarded as available for distribu- 
tion, having regard to the financial require- 
ments of the business. Similarly, the results 
shown by such accounts are not necessarily 
suitable for purposes such as price fixing, 
wage negotiations, and taxation, unless in 
using them for these purposes due regard 
is paid to the amount of profit which has 
been retained in the business for its main- 
tenance. 

Indeed, I suggest that here is an ad- 
mission that our financial statements bas- 
ed on historical costs are misleading and 
do not, in fact, fulfil the principal pur- 
poses for which they have been designed. 
Does it not follow, therefore, that prin- 
ciples which may have been sound in a 
period of stable money values, are no 
longer acceptable when money values be- 
come unstable? At least, the business- 
man can scarcely be blamed for being 
shaken in his faith in an art or science 
that seems to have failed him in his hour 
of need. 


Mr. V. W. Scully, C.M.G., F.C.A. 
came to Canada from Ireland in 
1922 and in 1930 was admitted 
to the Ontario Institute. During 
the war he held executive offices 
in Plateau Company, War Sup- 
plies Limited, and Victory Air- 
craft Limited. In 1948 he became 
Deputy Minister (Taxation). Last 
year he was appointed comptroll- 
er of Steel Company of Canada. 


In Canada, we tend to lean more and 
more towards our neighbour's habits and 
customs in the accounting field. This, 
of course, is not remarkable, but neither 
does it mean any great departure from 
our earlier ties to English practice. In 
accounting, there is general uniformity 
in practice and precedent between our- 
selves, the U.S.A., and the United King- 
dom. 


While I know of no formal links be- 
tween the ranking societies, it is signifi- 
cant that on major issues we appear to 
reach about the same conclusions. I have 
outlined very briefly above the views of 
the Institute of Chartered Accountants 
in England and Wales. I should now 
like to deal with the American point of 
view. 


The American View 


In 1947, the American Institute of Ac- 
countants sought and obtained the assist- 
ance of the Rockefeller Foundation to 
undertake a study of business income. 
A large committee was created, origin- 
ally some 60 persons; about one-half of 
them were accountants. In the event, 
some 17 of the committee dropped out 
and did not approve or disapprove of 
the final report. This report was issued 
quite recently and is, of course, broader 
in scope than the publication of the Eng- 
lish Institute since it deals with the 
whole concept of business income. Ap- 
parently the group was far from being 
unanimous. The conclusions were wat- 
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ered down to reach some degree of com- 
promise, and even then some eight per- 
sons dissented and nine others comment- 
ed separately. 


I believe the principal difference be- 
tween the American and the British 
views, as expressed in these two booklets, 
is that the majority opinion of the U.S. 
group appears to favour some positive 
action: 

Upon this point it would seem that in 
the longer view methods could, and should, 
be developed whereby the framework of ac- 
counting would be expanded so that the 
results of activities, measured in units of 
equal purchasing power, and the effects 
of changes in value of the monetary unit 
would be reflected separately in an integ- 
rated presentation which would also pro- 
duce statements of financial position more 
broadly meaningful than the orthodox bal- 
ance sheet of today. It is believed that 
statements of business income in which 
revenues and charges against revenue would 
be stated in units of substantially the same 
purchasing power would be significant and 
useful for many of the purposes for which 
income determinations are commonly used, 
if not also in reports upon stewardship. 

Yet para. 12 on the same page reading: 

For the present, it may well be that the 

primary statements of income should con- 

tinue to be made on bases now commonly 
accepted .... 


is singularly like the British para. 315 

except for the last sentence, which is of 

striking importance: 
But corporations . . . . should be encour- 
aged to furnish information that will facjli- 
tate the determination of income measured 
in units of approximately equal purchasing 
power, and to provide such information 
wherever it is practicable to do so as part 
of the material upon which the independ- 
ent accountant expresses his opinion. 


The American Accounting Association — 
an influential group of teachers of ac- 
counting in the U.S.A. — issued a bulle- 
tin in October, 1951 on “price level 
changes and financial statements”. In 
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conclusion, this bulletin said, in part, 
“It is the judgment of the Committee, 
therefore, that the time has come to give 
adjusted dollar statements a thorough 
test. Such statements should now be, 
and may continue to be, supplementary 
to the financial statements based on his- 
torical dollar cost.” 


Unanimity on 
Inadequacy of Traditional Methods 


At any rate, it seems that professional 
accounting societies in England and the 
U.S.A. believe that the traditional me- 
thods of reporting income and disclosing 
inventory reserves are inadequate and 
that some way should be found to cor- 
rect the situation. 


There are, of course, able advocates of 
maintaining the traditional system. In 
the absence of acceptable alternatives, 
they have had a powerful influence in 
accounting circles. As far back as No- 
vember, 1948, George D. Bailey, then 
president of the American Institute of 
Accountants, said: 


I keep coming back to the point that this 
in large part is a business problem. Ac- 
countants should not take an_ inflexible, 
“Maginot Line” attitude. If public useful- 
ness requires a change, they should be 
ready to change. But accountants can ask 
that responsible business make up its mind 
as to what it wants. If responsible busi- 
ness is willing to say that the orthodox 
methods of accounting determination of 
earnings are wrong and that corporate earn- 
ings are properly reported only on eco- 
nomic concepts, this year and future years, 
good times and bad, then accountants can 
develop theories and methods with some 
assurance of practical application. 

This is a challenging statement but is 
it possible for the businessman to say 
what he wants? I confess that I find it 
difficult to make up my own mind with- 
out knowing what the alternatives may 
be. Professor Jones of Yale published in 
the January, 1949, edition of The Journal 
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of Accountancy a study of the combined 
statements of nine steel corporations. 
This paper is worth a study by those 
who would like to understand the effects 
of inflation. The statements cover the 
years 1941-47. Using a price index as a 
deflator, Professor Jones shows in table 
2 that the reported income for the seven 
years exceeded what he calls the real 
income by some $1,082,000,000 or 
66%!! The principal effect of this gi- 
gantic overstatement is that, in the opin- 
ion of the author, the capital of the com- 
panies has been impaired by taxation and 
by a dividend policy, based on reported 
earnings. This may have a significance 
that we businessmen are not quite pre- 
pared to face up to — as yet, at any rate. 
There is always tomorrow, and certainly 
the duration of this inflationary period 
has far exceeded the direst, or most opti- 
mistic, forecasts of the experts. 


The president of the Steel Company of 
Canada said in the 1951 annual report: 
“The profit shown for the year, like 
other values expressed in current dollars, 
has little more than half the purchasing 
power of pre-war dollars.” Other com- 
panies, I.C.I., for example, have made 
appropriations of an arbitrary kind, in 
an attempt to deal with the matter. 


Scant Comfort in Dissenting View 


In my opinion, however, there is scant 
comfort in the arguments of the dissen- 
ters. One member of the U.S. study 
group — a well known trade unionist and 
a dissenter — did a paper last year on net 
income determination. It is well worth 
reading apart altogether from the mone- 
tary unit question. On this point, how- 
ever, his view is “unsympathetic to the 
maintenance of accounts on any basis 
other than the actual original cost of the 
tangible property”. He goes on to say: 
“In the appraisal of the technical prin- 
ciples followed by accountants, the most 
Serious sources of difficulty are the 
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many current attempts to depart from 
the cost bases of valuation. The general 
adoption of these principles would dis- 
tort the financial report and lead to an 
understatement of income.” I mention 
this to point out the importance of es- 
tablishing acceptable principles. Gov- 
ernment, workers, consumers as well as 
proprietors, are all vitally concerned in 
business. Whether or not one accepts 
as a principle that capital must be pre- 
served, it is surely true that the survival 
of an enterprise depends primarily upon 
its solvency. Heretofore, our accounting 
systems have enabled us to control our 
affairs and to preserve our resources. It 
would seem to be the majority opinion 
now that we can no longer repose com- 
plete confidence in our accounts. Unless 
there is to be soon a sharp reversal in the 
inflationary trends, I suggest to you that 
grave hazards to business lie ahead and 
that our accounting techniques, as we 
apply them today, will not enable us to 
detect and avoid them. 


No Simple Solution 


It is quite apparent that no simple 
solution is likely to present itself. I, 
for one, do not believe that it is just a 
problem in accounting, and therefore I 
doubt if it can be resolved until its true 
significance can be exposed. Is it going 
too far to say that the accountant is try- 
ing to evade the issue? Is it good prac- 
tice to insist on following so-called tra- 
ditional principles, having acknowledged 
that the limitation on the significance of 
profits computed on the basis of histor- 
ical costs should be stressed? Honestly, 
I don’t know, but since this matter 
touches especially the integrity of such 
precepts as have been established over 
the years, I think the accountant must 
pick up the gage. 

Quoting again from the British pub- 
lication: 

The adoption of any new conception of 
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profit, whether based on the replacement 
cost method, the writing-up of fixed assets, 
the current value method, or the index 
method, would raise much wider = 
than the computation of business profits. . 

. These issues affect not merely every 
esinaes but also every individual and they 
involve major considerations of general 
monetary and social policy which go far 
beyond the question whether one account- 
ing method of computing business profits 
is more free from limitations than another. 


Conclusion 

Both in the U.K. and the U.S.A. much 
work has been put into studies of this 
matter. Certainly, the nature of the dif- 
ficulties has been well pointed up. In 
Canada there is a fairly close and friend- 
ly relationship between business, the pro- 
fession, and government. Since it will 
require the cooperation of all three to 
attain any important degree of success 
in resolving the problem should it not 
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be possible for us to bring about an ob-. 
jective joint study? Nothing less is likely 
to produce anything more than an ad- 
dition to the already ample supply of 
literature on the subject. In the mean- 
time, I am convinced that accounting 
authorities should give most serious con- 
sideration to the modification of the gen- 
erally accepted form of auditors’ certifi- 
cate. There appears to be a widening gap 
between the opinion of management and 
the opinion of the auditor on what a 
financial statement really says. If this gap 
is to be bridged, it seems to me the 
auditor must amplify or modify his re- 
port to make it quite clear that the certi- 
fied statements have limited significance 
in view of the substantial decline in the 
purchasing power of the monetary unit. 
There is an opportunity here for the 
profession, in Canada, to take an im- 
portant and progressive step. 


R. F. BRUCE TAYLOR ASSUMES NEW DUTIES 


Just before going to press, information has come that Mr. R. F. Bruce Taylor, F.C.A., 
former chairman of the Editorial Committee of this magazine, has been appointed treasurer 
of Trans Mountain Oil Pipe Line Company. We congratulate Mr. Taylor on the appointment 
and hope that some day he will return to these pages with an article on his experiences in 


the pipe line business. 








Accounting Under 





Changing Money Values 


By G. G. Richardson, C.A. 


Accountants would face many difficult issues 
if they recognized fluctuations in the value of the monetary unit 





wn I have to say will largely 
represent a summary of reasons 
which are commonly advanced for not 
departing from the present basis of his- 
torical cost and some of the difficulties 
to be overcome rather than represent- 
ing my own considered views. My re- 
marks will be directed largely to the 
aspect of depreciation, leaving the relat- 
ed problem as it applies to inventories. 

Present accounting conventions are 
based on what we term historical costs. 
Not many years ago we felt fairly well 
satisfied with cost as a basis for income 
determination. In recent years we have 
become more impressed with its limita- 
tions and we are now being asked to 
adopt new conventions designed to pro- 
duce accounts which will be less subject 
to these limitations. 

We are confronted with the difficulty 
of dealing with a diversity of proposals 
which have been made to find a better 
method. In fact there is little agreement 
as to even the objectives to be sought. 
Each of the alternative methods pro- 
pounded has its own special virtues claim- 
ed for it and is supported by different 
arguments. Therefore, criticisms which 


may be made of one of these methods 
may not necessarily apply to others. 


Some Proposed Alternatives 


It may be easier to discuss the sub- 
ject if we refer briefly to some of the 
principal methods which have been sug- 
gested. At least three of these substitute 
for the cost principle a concept of value 
applied in one way or another, these 
three being— 


1. the replacement cost method of deal- 
ing with fixed assets; 

2. the use of current values as a basis of 
providing for depreciation of fixed 
assets and consumption of stock in 
trade; and 

3. the writing up of fixed assets to 
present value. 


Under the first-mentioned method (i.e. 
the replacement cost method) the objec- 
tive is to make charges to income which 
will be sufficient to provide the amount 
needed to meet the cost of replacing 
the assets. Under the second method 
(i.e. the current value method) the 
charge for consumption of fixed assets 
is related to their current value without 
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purporting to provide sufficient for re- 
placement. It is essentially a method of 
adjusting the income for the year so as 
to provide depreciation on the basis of 
what the fixed assets might have cost 
if acquired at present price levels. Ac- 
cordingly this method would not neces- 
sarily provide the funds available for 
replacement and conversely might avoid 
the heavy burden of charges against 
income which would be required on 
certain applications of the replacement 
cost method. The third alternative under 
which fixed assets are written up to 
present value is familiar to all and needs 
no elaboration. 


Most Favoured Method 


A fourth method commonly advocated 
and the one which appears to find the 
greatest favour at the present time is 
to adjust the income so as to eliminate 
from profits the effect of fluctuations in 
the purchasing power of money with 
the object of bringing revenues and 
costs into account as nearly as possible 
in terms of units of the same purchas- 
ing power. Present accounts prepared on 
the historical cost basis are stated in terms 
of dollars of different purchasing power 
— sales, labour, and other costs are in 
current dollars and provision for depre- 
ciation is in terms of dollars of the 
years in which the assets were acquired. 
The proposition under this fourth 
method appears to be to apply a price 
index to the calculation of depreciation 
arrived at on the cost basis in order 
to reflect the change in the purchasing 
power of money during the interval 
since the asset was acquired. In other 
words, if the charge for depreciation 
on a cost basis in respect of an asset 
acquired 15 years ago would be 
$100,000, the proposition is that a 
more significant statement of profit 
would be obtained if the $100,000 
charge computed by reference to 1937 
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dollars were adjusted by the current 
price index to, say, $250,000. 

The nearest thing to an official opin- 
ion of the accounting profession in the 
United States and Great Britain on this 
subject is to be found in the pronounce- 
ments made by the respective Institutes 
and their committees. 

In December 1947 the Committee on 
Accounting Procedure of the American 
Institute of Accountants issued Bulletin 
No. 33 entitled “Depreciation and High 
Costs”. Briefly this bulletin indicated the 
belief that accounting and financial re- 
porting for general use would best serve 
their purpose by adhering to the generally 
accepted concept of depreciation on cost. 
This adherence was advocated “‘at least 
until the dollar is stabilized at some 
level”, thus indicating a hope for future 
stability which largely seems to have 
been lost in the five-year interval since 
the bulletin was issued. It further stated 
that to be consistent an attempt to re- 
cognize current prices in providing de- 
preciation would require the serious step 
of formally recording appraised current 
values for all properties, and making 
continuous and consistent depreciation 
charges based on the new values in 
order to provide a standard by which 
to judge the propriety of the amounts 
of depreciation. Another factor emphas- 
ized was that the usefulness of corporate 
income reports would be greatly impair- 
ed if some companies charged depre- 
ciation on appraised values while others 
did not, and in advocating delay until 
a stable price level was reached it was 
evidently hoped that at that time it 
might be practical for business as a 
whole to make the change at the same 
time. 


Recent Developments 
In the five-year interval which fol- 
lowed this bulletin, the failure to achieve 
monetary stability and other factors have 
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led to new proposals and to a better 
understanding on the part of the pro- 
fession of the problems involved, so 
that today Bulletin No. 33 can hardly be 
said to represent a comprehensive state- 
ment of the present position of the pro- 
fession in the United States. Nor can 
the report of the U.S. “Study Group on 
Business Income’ which was recently 
issued after several years of intensive 
study. This committee was initiated by 
the American Institute in co-operation 
with others, but its findings are not 
those of the Institute itself and it hardly 
indicates sufficient agreement among the 
accountants who participated in its work. 

In January 1949, somewhat more than 
a year after the American Bulletin 
No. 33 was issued, the Council of the 
Institute of Chartered Accountants in 
England and Wales issued a rather 
lengthy statement (Bulletin XII) which 
also concluded that historical costs should 
be retained as the basis of accounts. 

This bulletin was followed in May 
1952 by Bulletin XV of the English In- 
stitute which amplified the previous one 
without altering the basic conclusions. 

I will not deal separately with the 
basis of reasoning followed in each of 
these bulletins but will attempt instead 
to summarize briefly opinions from wider 
sources. 


Wider Issues Involved 


We must first realize that the subject 
under discussion, while an accounting 
topic, raises important economic and 
social issues which, in the view of the 
Council of the English Institute, go far 
beyond the realm of accountancy. Nor 
is the problem free of legal considera- 
tions. Many issues as to income deter- 
mination, e.g. taxation, the allocation of 
income between life tenant and remain- 
derman, the propriety of dividend pay- 
ments, conditional sinking funds, profit 
sharing payments to management and 
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labour, may raise questions which re- 
quire to be settled by the Courts. But 
while these interests of other groups 
complicate the task of the accountant in 
formulating principles of income deter- 
mination, they should not deter us from 
our efforts. 

Some of the criticisms from the 
economic and social points of view are 
particularly important. 

We are attempting to deal with a 
problem brought about by inflation. 
Some feel that accounting is quite in- 
adequate to deal with this problem and 
that the attack should be on inflation 
as such rather than on interpreting its 
effect. 

A more serious criticism is that the 
methods proposed are themselves in- 
flationary. By raising the costs of in- 
dustry, pressure is exerted to increase 
prices. In free competition the inflation- 
ary effect would of course be dependent 
on the degree of management’s success 
in recovering the higher costs through 
higher prices. On the other hand, in the 
case of public utilities whose rates are 
regulated, it has been urged by some, 
including prominent accountants, that 
recognition of the increased cost of re- 
placement be given by the rate-making 
bodies by providing depreciation on the 
basis of replacement costs. To cover 
these higher costs increased rates would 
of course have to be allowed and the 
resulting higher cost of service to the 
consumer would be directly inflationary. 
The necessity for this action in regulat- 
ed industry in advance of making the 





actual replacements is questioned since, 
at such time as the replacements are 
actually made, the additional capital then 
required will in the normal course be 
fully protected by increased depreciation 
allowances and a fair return on the in- 
vestment. 


Social Equity 

The question of equity as between dif- 
ferent groups in the economy also arises. 
The question is being asked by econom- 
ists and others as to whether it is fair, 
either from the standpoint of equity in 
taxation or for the determination of 
fair prices, etc. to protect one group 
against the effects of inflation by meas- 
ures designed to preserve their capital 
in terms of physical facilities, rather 
than in dollars, without giving the same 
protection to other classes. The owners 
of many other classes of property, e.g. 
government and municipal bonds and 
mortgages, have no such protection, nor 


does the recipient of a pension or an- 
nuity. In fact, in the case of corpora- 
tions the holders of the equity shares 
are the sole beneficiaries: the preference 


shareholders and bondholders would 
receive no such protection, and the 
benefit of any additional provisions made 
in respect of assets financed from prefer- 
ence capital and borrowings would go 
to the equity shareholders. Under the 
proposed conception of profits, the hold- 
ers of preference shares might even be 
deprived of dividends without the pos- 
sibility of any corresponding capital 
benefit. 

This leads to a further question — 
is it logical to recognize the decreased 
purchasing power of money in arriving 
at the charge for depreciation without 
recognizing the offsetting reduction in 
the company’s obligations to the hold- 
ers of its bonds, debentures, and prefer- 
ence share capital? 

We must consider also the position 
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of investors who have purchased secur- 
ities on the basis of a prospectus in 
which representations as to past earn- 
ings were made on the basis of historical 
cost. Conceivably the result of changing 
radically the method of income deter- 
mination might be to deny dividends 
which could otherwise be paid. 

Another problem requiring most care- 
ful consideration is the effect of a dif. 
ferent conception of profits on the abil- 
ity of companies to raise new capital. 


These and other similar problems in- 
dicate the necessity for the fullest pos- 
sible examination of the subject in co- 
operation with other professions who 
are interested in the economic, social, 
and legal aspects before radical depar- 
tures are made from the present basis. 


The Accounting Viewpoint 

From the standpoint of the account- 
ant, there are many angles to be con- 
sidered, the answers to which may 
depend in part on the viewpoint as to 
the purpose of the accounts. Some re- 
gard them as primarily reports of 
stewardship and feel that the obligation 
of management for the preservation of 
capital is in respect of the monetary 
capital and does not extend to preserva- 
tion of capital in physical terms. 

If, on the other hand, the view is 
taken that the prime purpose of accounts 
is the measurement of earning power, 
the question arises as to whether the 
proposals to adjust income for chang- 
ing price levels but not for other chang- 
ing factors attains the desired end. In 
other words, is a proper reflection of 
earning power achieved by merely in- 
creasing the depreciation charge in 
respect of a 15-year old plant to bring 
the charge to the basis of current price 
levels, while ignoring the changes in 
other costs of production which would 
follow if that plant were replaced accord- 
ing to today’s standards. Adjusting the 











accounts to achieve measurement of 
earning power is a practice which ac- 
countants have largely avoided in the 
past. As a profession accountants have 
felt that they were not in a position to 
subscribe to the kind of estimates which 
would be involved and I do not think 
their views on this subject have changed. 
Therefore, whatever may be said in 
favour of a practice of making such 
adjustments on other grounds, we might 
well be cautious in adopting it in order 
to improve the so-called measurement 
of earning power. 


Technological Progress 

I have mentioned briefly the tech- 
nological improvements which have 
characterized our industrial progress 
with its long record of increased pro- 
duction and improvement in the standard 
of living. Technological progress also 
affects the nature and cost of replace- 
ment, a factor which is of great im- 
portance in considering the subject under 
discussion. The fact is that existing 
plants are rarely replaced as such. In 
many cases the improvements have been 
very striking. It is stated that in replac- 
ing an electric steam generating station 
built 35 to 40 years ago, the cost would 
be somewhat greater, but the resulting 
plant would be about three times as 
efficient and that no operator would 
choose a station of the older designs if 
available at the prices prevailing in 1910 
in preference to a modern station at 
1952 prices. The certainty that exist- 
ing plants will not be replaced in their 
present form and the uncertainty 2s to 
the costs which will prevail when they 
are replaced raises very difficult issues 
in relation to the proposals. 


Adequacy of Proposals 
There is also doubt as to the adequacy 
of the methods which have been pro- 
posed to deal with this situation. For 
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example, under the method of adjust- 
ing depreciation charges for changes in 
the purchasing power of money by the 
use of an index number, no solution 
is provided for replacing plant which 
has already been fully depreciated on a 
cost basis. On the other hand, under 
the replacement cost method it will be 
apparent that unless the depreciation ad- 
justments are made on a cumulative 
basis, they will not provide for past 
deficiencies. Even if past deficiencies are 
provided for, a continually rising price 
level might still defeat the objective. 
Furthermore, adjustments required for 
past deficiencies might, on a rising 
market, require charges so large as to 
create an impossible burden on the in- 
come account. 

There is also the situation where the 
management has been astute in the tim- 
ing of its acquisitions or has otherwise 
been able to acquire a low cost plant. 
The question is asked as to whether it 
is proper that depreciation charges 
should be adjusted upwards to full re- 
placement value and thus not reflect in 
income the advantage of management’s 
good buying. 

In the absence of general agreement 
as to the indexes which should be used 
for the different types of adjustment, 
it is impracticable to discuss the adequacy 
or otherwise of any particular index. 
There must be a serious question, how- 
ever, as to whether any of the desired 
indexes would be available in sufficient 
time for the prompt preparation of ac- 
counts. 


Effect on Accounts 

I have not touched on the balance 
sheet problem, but we must view serious- 
ly any proposed change which would 
result in further loss of significance in 
the balance sheet. The problems in- 
volved are explored at considerable 
length in Bulletin XV of the English 
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Institute issued in May of this year, in- 
cluding the problems as to the proper 
classification of reserves for replacement 
provided in excess of the cost basis, and 
the alleged inconsistencies which would 
result in treating these reserves as part 
of equity capital after having charged 
them as necessary provisions in arriv- 
ing at income. While I feel that the 
problems in this respect may not per- 
haps be as serious as are suggested in 
the bulletin, the impairment in the use- 
fulness of the balance sheet is obviously 
a matter of concern to all of us. 


Having regard to this and other factors 
which cannot be discussed in the scope 
of this paper, the question arises as to 
whether the confusion and misunder- 
standing which would result would not 
greatly reduce the usefulness of the ac- 
counts. Comparability with past figures 
would be lost. More important, com- 
parability with the earnings of com. 


panies which did not adopt similar ° 


methods would be destroyed. Accounts 
which the layman finds difficult to under- 
stand and which accountants have been 
striving to simplify would become more 
difficult of understanding, particularly if 
the method generally adopted were the 
one which seems to be more free of 
objection in other respects than alter- 
native methods, i.e. the method which 
adjusts depreciation charges by a general 
price index to reflect changes in the 
purchasing power of money. It is not 
based on a replacement reserve or a 
write-up of assets but on a rather abstract 
concept which most readers and many 
accountants will find a difficult one. 


The whole basis of these adjustments 
would of course rest upon the selection 
of methods and indices which in the 
view of many practitioners would in- 
troduce too wide a scope for extremes 
in personal opinion and result in ac- 
counts which are not sufficiently objec- 
tive. 
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Effect of Deflation 


With these difficulties it is little 
wonder that accountants have hoped for 
a reversal of the price trend which 
would render any such changes unneces- 
sary. Many accountants are still not 
convinced that matters have progressed 
to the point where any change is either 
necessary or advisable, although recog- 
nizing that further inflationary trends 
might make it inevitable. In this respect 
we would be well to be cautious and 
be certain that we are not being unduly 
influenced by the present times and the 
steady inflationary trends of recent years. 
Would we feel that income adjustments 
are necessary if the price trend were 
downward? If a company commenced 
business during high price levels and 
as prices declined made provision for 
depreciation on the basis of current re- 
placement costs which would be sub- 
stantially less than the amount required 
to amortize historical cost, would we be 
content to see part of the shareholders’ 
formal subscribed capital paid out as 
profits? We should be certain that we 
can answer these two questions in the 
affirmative before advocating the ap- 
plication of a replacement cost basis on 
a rising market. 


What of LIFO? 


It has been suggested that having ac- 
cepted LIFO as a basis for inventory 
valuation we need not be reluctant to 
adopt a basis of depreciation based on 
replacement cost. To me there is a very 
real difference. In the valuation of in- 
ventories on the LIFO basis, costs which 
have already been incurred are being 
allocated as between income charges on 
the one hand and inventory to be car- 
ried forward as a charge against future 
periods on the other. In the case of the 
new proposal for depreciation of fixed 
assets based on replacement cost, we 
are not allocating costs already incurred 





A Recent Book 


but are making provisions based on 
estimates as to what future costs may 
be incurred or on the basis of some ad- 
justment of incurred costs. 


I would also like to suggest that we 
keep in mind what we have come in 
recent years to term the postulate of 
realization which has been one of, if 
not the most important, principles under- 
lying the determination of income for 
many years. We recognize profits only 
when they have been realized. In this 
connection we consider that income 
ordinarily should be deemed to arise at 
the time of sale, at which time the profit 
is measured by deducting from revenues 
the historical costs applicable thereto. 
The use of historical costs seems to me to 
be a logical application of the postulate 
of realization and if we are to substitute 
for the apportionment of historical costs 


A Recent Book 


Federal Grants and the Business Cycle, 
by James A. Maxwell; published by the 
National Bureau of Economic Research, 
Inc.. New York, 1952; pp. 112 and 
index; price $2.00 U.S. 

In his preface Mr. Maxwell explains 
that the study is a by-product of a plan 
developed in 1947 by the Conference 
on Research in Fiscal Policy for a study 
of federal-state fiscal relations in the 
United States. He also mentions that 
the Council of Economic Advisers to the 
President provided him with facilities 
for work and the advice of its staff. Ap- 
parently he has made the most of the 
opportunity with the result that his book 
contains a comprehensive history of pres- 
ent federal grants of all kinds; the text 
is supplemented by adequate tables and 
charts available all too infrequently in 
publications which are intended to in- 
form the general public. 

As a public official I found the book 
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deductions from income based on 
“value” estimates rather than costs, will 
we not have to reconsider whether this 
is consistent with maintaining the pos- 
tulate of realization? For example, on 
a falling market, can we say we have 
realized a profit at the time of sale, if 
deduction is made for depreciation based 
on replacement value which is less than 
cost when there is no certainty that the 
replacement when made will be at the 
lower price level and not at some higher 
level ? 

These are some of the issues which 
we must face in considering this pro- 
blem. As already stated, I am not setting 
them forth as representing my own con- 
sidered opinions but as representing one 
side of the case in the hope of con- 
tributing to an impartial discussion of 
this difficult question. 


to be an extremely interesting and clear 
presentation of facts coupled with a 
practical discussion of the effect of gov- 
ernment grants upon the economy of a 
nation. Although the facts and figures 
used throughout the text have been drawn 
exclusively from United States sources, 
the concepts expressed, and the conclu- 
sions drawn, apply equally to our Cana- 
dian economy. 

Mr. Maxwell has made a close and 
meticulous study of his topic. He deals 
particularly well with government ex- 
penditures for public works and the tim- 
ing of them. Those who are interested 
in the subject of public expenditures and 
their relationship to business cycles, and 
who wish to gain a clear insight into 
some of the major phases of the subject 
will find this book most interesting and 
informative. 

GEO. D. ILIFFE, C.A., 

Comptroller-General, Province of Manitoba. 
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(Refer to Part I in the October issue) 


THE ACCOUNTANT’S RELATION TO HIS PROFESSION 


Functions of the Professional Body 

The functions and activities of his pro- 
fessional body are more important to the 
accountant in practice than to his col- 
leagues in either industry or the public 
service, whose techniques and procedures 
are related to the industries or depart- 
ments which they serve. 

The principal functions of a profes- 
sional body are: 

(a) the maintainenance of a standard 
of professional conduct through 
its disciplinary committee; 
the admission of members and 
the maintenance of their standard 
of qualification through its exam- 
ination board; 

(¢) to watch over legislation which 
may affect the professional ac- 
countant or his client; 

to organize facilities for research 
and post-graduate training; and 
to advise government commis- 
sions and ministers, from an in- 
dependent standpoint, on pro- 
posed legislation, or on the effect 
of completed Acts. 


2) 


(4) 
(¢) 


Etiquette 

If the auditor is to carry out his work 
efficiently, he may find that on occasion 
he must be prepared to take a strong line 
and stand out for what he believes to 
be right. His position is immeasurably 
stronger if the professional body to 
which he belongs has a strict code of 
etiquette. He can then maintain his posi- 
tion in the full knowledge that if his 
right or judgment is in any way crit- 
icized, none of his colleagues would ac- 
cept any lower standard if threats were 
made to remove him from his appoint- 
ment on account of the stand he was 
taking. 

Complaints from time to time will 
arise on account of audits passing from 
one accountant to another, but the ac- 
countant who is asked to accept nomina- 
tion should realize that the code of 
etiquette which is laid down is not only 
for the protection of the outgoing auditor, 
but also to prevent the incoming auditor 
or accountant from being placed in a 
false position. 

This code of etiquette is not always 
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understood and it is sometimes difficult 
to explain to a prospective client the need 
for consulting one’s professional brethren 
before undertaking new work. 


Special circumstances naturally do 
exist, but I set out below a pronounce- 
ment by the English Institute on this 
subject, which indicates the code which 
might be followed by all who are con- 
cerned in the prestige of their profession: 


It is the duty of any member of the 
Institute before accepting nomination for 
appointment as auditor or professional 
accountant to a company, partnership or 
private individual to communicate with 
the previous auditor or professional ac- 
countant. 


The Council indicated in its statement 
of April, 1937, that such communica- 
tion should be made with a view to 
ascertaining the circumstances in which 
a change of auditor was proposed. Some 
members appear to have assumed that 
if the person proposed to be appointed 
believes himself to be aware of the cir- 
cumstances in which the change is pro- 
posed, then he is relieved from the duty 
of communicating; the Council therefore 
wishes to make it clear that the duty to 
communicate exists in every case. It is 
essential that the member who is pro- 
posed for appointment, whether as 
auditor or as professional accountant, 
shall have an opportunity of knowing all 
the reasons for the change and this re- 
quirement can only be fulfilled by direct 
communication with the holder of the 
existing appointment. 

Apart from any question of profession- 
al courtesy it is important that the 
legitimate interests of the public and 
the independence of the existing auditor 
or professional accountant should be safe- 
guarded and that a communication should 
take place even though the change is a 
matter wholly within the discretion of 
the appointer. The duty to communicate 
is not confined to cases where the pre- 
vious appointment was held by a mem- 
ber of the Institute. 


Compliance with the duty to com- 
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municate will mot necessarily preclude 

the Disciplinary Committee from consid- 

ering any complaints which may be made 
under Clause 21(3) of the  supple- 
mental Royal Charter. 

Where a member is invited to under- 

take special professional work for a 

company, partnership or individual, such 

work being in addition to that already 
being carried out by the client's auditor 
or professional accountant and where no 
question of replacement arises, it is 
normally desirable, as a matter of pro- 
fessional courtesy, for the member in- 
vited to undertake the special work to 
notify the client’s auditor or professional 
accountant unless the client advances 
satisfactory reasons for the members not 
so doing. 

Advertising and Publicity 

As accountancy was not recognized as 
one of the learned professions in its early 
stages there was no bar to advertising; 
during the hey-day of the Bankruptcy Act 
particularly, it was common practice for 
accountants to tout for work round the 
various trades and creditors who were in- 
volved in the failures. This is now 
seriously frowned upon and advertising 
in any shape or form is a discreditable 
act. A few examples are as follows: 

The insertion in heavy type of a firm’s 
name in a directory. 

The insertion in the public press 
(other than the professional press) of 
notices of changes in partnership or ad- 
dress. 

The use of an accountant’s position as 
secretary of a trade association for the 
purpose of securing business. 

The addition, in connection with any 
published article or broadcast, of the 
member’s name with his description as an 
accountant, or his firm name, after it. 
Either he writes anonymously as an ac- 
countant, or under his own name with- 
out any such description. (Exception is, 
however, made in the case of articles in 
the professional press.) 
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Specialization 

Practising as a consultant specializing 
in a small field of science is developed 
strongly in many professions, particularly 
in that of medicine. In the case of the 
law, the distinction is more clearly main- 
tained between the solicitor in general 
practice and the barrister. The latter, 
apart from his general activities in cham- 
bers, acts principally in Court and usual- 
ly specializes in one branch or another, 
e.g. criminal law, chancery law, and so 
on. 

The accountancy profession, however, 
has either been slow to develop in this 
direction or has found other and possibly 
more satisfactory methods. 

Most firms do not specialize in one 
field or another deliberately, but through 
accident. In their connections with a 
particular trade they may become special- 
ists in a certain branch. 

Some firms specialize in a particular 
type of business, for example, under- 
writing, textiles, engineering, shipping, 
insurance, etc., or the partners may 
specialize within their own firm in one 
plane or another; and do so, shall I say, 
vertically rather than horizontally, for 
instance, taxation, insolvency, company 
work or executorship. 


Many of the smaller firms are unable 
to specialize within the orbit of their 
own practice, which may be somewhat 
limited. They may be reluctant to call 
in those of greater experience from 
larger firms for fear of losing their 
client. I am sure that developments along 
these lines are on the increase, whereby 
some of the larger firms are consulted by 
their smaller brethren with the full 
knowledge that the consultation is only 
for the purpose of obtaining the special- 
ized advice which is regarded as neces- 
sary on a particular point, so that the 
client may receive the greatest benefit. 


A client's requirements from his pro- 
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fessional accountant cover such a wide 
field that it is not unnatural that he pre- 
fers to deposit his confidences in one 
firm, rather than spread them over many 
firms and individuals. This, again not 
unnaturally, accounts for the develop- 
ment of amalgamations in the profession, 
particularly in the larger towns, so that 
the specialization may be undertaken 
under one roof. 

Specialization is the result of partic- 
ular experience in general practice and 
not a completely separate field, as in the 
case of the other two professions which 
I have mentioned, but that is no reason 
why changes in this direction should not 
take place; and it may well be that this 
is one of the items which will receive 
special consideration in the future de- 
velopment of the profession. 


Research 

Research committees which, as I have 
said, have been set up by most of the 
professional bodies, have produced great 
similarity in the problems which have 
been discussed in different countries, but 
it must be borne in mind that the pur- 
pose of these committees is not to spoon- 
feed members of the profession, although 
the results of their deliberations provide 
a useful backing in arguments with 
clients. Their primary purpose is to pro- 
duce the result of the collective thought 
of members of the profession with the 
object of improving the standard of ac- 
counting, ironing out many of the in- 
equities which arise under the applica- 
tion of legislation, and considering the 
fresh problems which arise by reason of 
economic changes. 


Although a great deal more is heard 
of professional pronouncements on such 
important Acts as the Companies Act, 
1948, the Income Tax Act, 1945, and 
the annual Finance Acts, it must not be 
thought that this is a new venture. Ever 
since the establishment of the profession- 
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al bodies, their views have been express- 
ed from time to time on legislation affect- 
ing themselves or their clients. Indeed, 
at the annual meeting of the English 
Institute in 1890, the greater part of the 
business of the meeting was composed 
of an address by the president to the 
members on the proposed Companies 
Bill. 

In his early years the accountant 
should seek a broad experience and re- 
frain from becoming too specialized in 
his work prior to qualification; the ques- 
tion of post-graduate education or 
specialization is an important develop- 
ment which will, in the near future, see 
many changes. 

Chairs of accountancy at the universi- 
ties are gradually increasing in number, 
but everyone seeking the opportunity for 
specialization in this way will not wish 
to remain at a university for the rest of 
his life, but rather to spend a relatively 
short period after qualification embarking 
upon research in some particular line of 
thought, although this might keep him 
out of touch with current practice whilst 
he is so doing. The essential need for 
the practising accountant to be thorough- 
ly conversant with practice and not with 
theory alone, is one of the primary rea- 
sons why practical experience has been 
so much regarded as an essential in the 
past and why the opportunities for 
theoretical study have been more re- 
stricted. 

If this object is to be achieved, it is 
important that the accountancy faculties 
at the universities should be actively sup- 
ported by the accountants who are in 
practice or in industry, so that the prob- 
lems do not become too theoretical in 
their discussion. In this way the re- 
search student may devote a considerable 
number of years to the study of the 
problems which he has in mind, so long 
as he does not lose contact with the 
practical aspect. 
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To retain continuity, professors or 
lecturers would have to be wholetime 
scholars in the university, but through 
some form of liaison they could main- 
tain close touch with those who are faced 
with the working problems of the pro- 
fession. 

In accountancy, legislation follows the 
development of practice rather than that 
of theory. The best practice is built up 
by some of the more enlightened prac- 
titioners and ultimately followed by 
legislation bringing the laggards into 
line. The stage is then set for further 
advances in practice by those who are 
thinking ahead, again being followed by 
legislation, with similar results. 


A fair example of this type of pro- 
gress may be seen in a study of the vari- 
ous Companies Acts from 1908 to 1948. 
It must be admitted that developments in 
practice and in legislation are not entire- 
ly brought about by improvements in the 
methods of accountancy, but to some 
extent by changes in commercial prac- 
tice, by public opinion, or by financial 
arrangements which necessarily require a 
change in the accounting outlook on the 
problems they create. 

Regulations governing the contents 
of companies’ published accounts are 
set out in the Eighth Schedule of the 
Companies Act, 1948. 


This form of control is more rigid than 
it would be if the regulations were 
governed by the stock exchange or a 
joint committee of the stock exchange 
and the accountancy bodies. 


Rigid directions tend to stultify pro- 
fessional progress and I am sure that 
the science of accounting technique 
would develop more smoothly if control 
could be exercised by some less rigid 
method than detailed legislation. 

One of the difficulties of the present 
time is that the life of the practising ac- 
countant has become so hard pressed, and 
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so much of his time is taken up by lesser 
difficulties, that he is prevented from 
giving the fullest consideration to some 
important matters. Although one does 
not wish to make him the mirror of 
students of research, none the less, those 
to whom I have referred in a previous 
paragraph, who have the opportunity and 
desire to enter into accounting research, 
will perform a very useful function in 
bringing to the notice of the practising 
accountant some of the developments 
which, through no fault of his own, he 
may have overlooked. 


Co-ordination 


Although the accountancy profession 
is composed of a number of separate 
bodies, many attempts have been made 
to co-ordinate the profession by legisla- 
lation in one form or another. No less 
than 17 unsuccessful bills had been pre- 
sented to Parliament up to 1912 and two 
further attempts have been made in the 
last 25 years. Most of these bills failed 
through the difficulty of defining what 
constitutes an accountant and his activ- 
ities, and although accountants in Scot- 
land made an early attempt in 1880 to 
confine the use of the word “accountant” 
to members of their body, this met with 
failure, and no other attempt has since 
been any more successful. In recent 
years, however, joint action has been 
taken on many points, in particular 
through the Accountants Joint Parlia- 
mentary Committee, formed in 1946 and 
composed of accountants who are mem- 
bers of Parliament or in the House of 
Lords. 

It is recognized that any successful Bill 
of Registration (or Coordination) would 
bring into the fold many unqualified per- 
sons who, at the date of the passing of 
the bill, were exercising the profession of 
an accountant. From past experience, this 
difficulty always appears to be more acute 
in the present than it does in retrospect, 


and although it involves an immediate 
setback in the general standard, it must 
ultimately achieve its purpose of raising 
the standard of the whole profession. 


Co-operation 

Joint action was also taken in dealing 
with the deferment of accountants for 
national service during the 1939-45 war 
and in the formation of the Accountants 
University Joint Committee. This com- 
mittee acts as a liaison body between the 
universities and the profession in con- 
nection with the special courses which are 
run at certain universities for the pur- 
pose of encouraging their graduates to 
become accountants. 


Professional Charges 


Unlike solicitors, stockbrokers, and 
estate agents, who have scale charges 
which are frequently based upon a per- 
centage of the realization or turnover 
involved in the transaction, the account- 
ant’s charges are principally based upon 
the time expended. 

As the requirements of clients vary 
even between those in the same trade, 
and particularly between the cities and 
the country districts, it becomes im- 
possible to lay down any particular scale 
of remuneration for the practising ac- 
countant. There are, however, two 
recognized scales which are used in par- 
ticular cases: 

(a) The Treasury Scale for work done 
on behalf of government depart- 
ments. 

(4) The Scale for Approved Auditors 
under the Friendly Societies Acts 
and the Industrial and Provident 
Societies Acts. 

The revision of these scales from time 
to time gives an indication of the changes 
which should be reflected in accountants’ 
charges generally. 
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Capital Requirements of a Practice 
In addition to the knowledge which 
he has acquired before qualification, the 
accountant starting practice has other 
essential needs: the ability to introduce 
business and monetary capital to cover 
such items as office furniture, work in 
progress and debtors. The last two have 
increased substantially over the last ten 
years as work has expanded and as costs 
have increased. The proportion of capi- 
tal required in commencing his practice 
may not be large, but will increase as 
his practice expands. The amount of 
capital in an established firm compared 
to its annual fees will vary from practice 
to practice, but a fair figure is probably 
from £2,000 to £2,500 for every £5,000 
of fees. This excludes goodwill, as the 
amount which is paid for goodwill does 
not remain in the practice, but is usually 
withdrawn by those who are giving up 
their rights to the profit either in whole 
or in part. Payments for goodwill are 
becoming less prevalent, as with the need 
to attract into the profession those who 
have ability rather than cash capital, 
other methods have to be found of pay- 
ing out goodwill to the retiring partners, 
an aspect of the problem which calls for 
more consideration than the payment for 
goodwill by an incoming partner. 


Constitution of a Firm 


The size and constituent elements of 
a partnership will vary from firm to firm. 
But in considering the number of part- 
ners it is important to ensure that they 
are sufficiently numerous to maintain the 
personal interest and contact between the 
accountant and his client. Furthermore, 


to ensure that a firm maintains its pro- 
gress from generation to generation, it 
is necessary to bring in new ideas. It is 
therefore wiser that future partners, if 
they be sons of present partners, receive 
their training in other offices or, at any 
tate, that some of the future partners are 
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recruited from those who have received 
a portion of their training elsewhere. 
Otherwise, a firm which lives on its own 
ideas and brings in no fresh blood is like 
a plant which has not been pruned or 
nourished from time to time. 


The development of the size of the 
firm has been dictated very largely by 
corresponding developments in commerce. 
The tendency for amalgamations in com- 
merce, bringing smaller companies under 
one control, has tended also to produce 
large firms of accountants who are able 
not only to provide staff to cope with 
the greater volume of work, but also to 
provide a spread of experience and spe- 
cialization in the many facets of an 
accountant’s practice. At the same time, 
whilst this development has been taking 
place, there has been a tendency to de- 
centralize some of the work which arises, 
so that medium-sized firms are well able 
to cope with most types of work. The 
work of the accountant, like that of his 
professional brethren, is essentially per- 
sonal, and in the case of larger firms 
the advantages to be gained are in con- 
sultations between partners, otherwise 
each partner looks after his own work. 
At the same time, the client is assured 
that in the event of the illness or retire- 
ment of the partner who has been deal- 
ing with his affairs, someone else is 
available to take over, with full knowl- 
edge of his affairs. 

The clerks who are employed may be 
grouped in various ways, They may be 
allocated to different partners who deal 
with a particular group of clerks; alter- 
natively, they may be grouped as to a 
particular type of work which they under- 
take. In deciding upon a method of 
grouping, account will be taken of the 
spread of the work over the year so that 
each group is continuously employed 
without too many peak or slack periods 
in the carrying out of their program. It 
is important that too much specialization 
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or isolation should not occur as the staff 
of the firm is infinitely more flexible 
where each group is capable of under- 
taking any particular type of business and 
is not restricted to a limited field. 


Attraction of Industry 
and Public Service 

It is not the wish of every accountant 
who qualifies to go into practice; many 
depart into public service or into indus- 
try and commerce, and in the mind of 
some of them that intention may have 
been present when they first entered the 
profession. Many, no doubt, find when 
they have left the practising side of the 
profession, a certain lack of variety, which 
they miss. They may find monotonous 
some of the tasks which they are called 
upon to fulfil in public service, unless 
they are fortunate enough to be able to 
achieve some of the principal posts avail- 
able to accountants where they are then 
able to obtain a greater variety of experi- 
ence. 

There are, however, attractions in in- 
dustry which may withdraw from the 
practising field many who would have 
considered themselves as available for 
practice in previous years. For example, 
no capital is required in the employ of 
companies or in the public service. Pen- 
sions on generous scales are provided, 
therefore there is no need to save up for 
retirement, and in many respects, par- 
ticularly with the development of the 
public services, salaries offered to rela- 
tively recently qualified accountants are 
above anything which could be offered 
by a professional practice, where it must 
be realized that the rate of remuneration 
is to some degree regulated by the fees 
which clients are prepared to pay. 


Qualifications of Staff 
When considering the staff which he 
requires, an accountant is faced with the 
same problem of the attraction of indus- 
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trial opportunities which I pictured in 
the previous paragraph with regard to 
his prospective partners. The qualifica- 
tions which he requires in his staff, apart 
from the professional qualifications which 
they have probably already obtained, are 
that they should be versatile and, in par- 
ticular, able to appreciate the points 
which require special attention, so that 
they may pass them on to those who 
know how to deal with them if they are 
unable to deal with them themselves. 
(The knowledge of one’s shortcomings 
is very often as valuable, if not more 
valuable, than the knowledge of one’s 
own ability.) They will have to be 
prepared to work irregular hours, as it 
is a fortunate practice which is able to 
provide an even load throughout the 
year without having to work at extreme 
pressure at certain periods, leaving other 
relatively infrequent periods when the 
pressure is much less. 


The complexity of modern legislation 
and modern methods which have affected 
accountancy generally have brought 
about certain changes in the opportuni- 
ties for clerks in accountants’ offices. In 
the first instance, it is essential that even 
the junior clerks — and certainly the 
senior clerks — should have more techni- 
cal knowledge than was necessary in the 
past, owing to the regulations which 
have to be complied with and the prob- 
lems of taxation which affect so much 
of the commercial community; secondly, 
the introduction of mechanical methods 
has eliminated to a large degree many 
of the routine tasks which, in previous 
generations, were undertaken by clerks 
who needed no more than the ability to 
follow methodically tedious routine with- 
out further thought on their part. 


Pensions 
The attraction of generous pension 
schemes which industrial appointments 
hold against those in the profession is 
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gradually being minimized and many 
firms to-day have a pension scheme of 
one kind or another. In smaller firms, 
it is probably arranged upon group life 
assurance principles; in larger firms, 
where there is a sufficiently broad basis, 
it may be administered as a privately 
managed fund. But in all cases, difficul- 
ties are presented in that the personnel 
— particularly the qualified personnel — 
of an accountant’s practice is of a more 
fluctuating nature than is similar person- 
nel in industry. In the latter case, they 
advance from stage to stage until they 
reach the higher executive positions. In 
many accountants’ offices, however, a 
large number of those who qualify — in- 
deed, the vast majority — do not remain 
for the rest of their working life in one 
office, but either pass on to other ac- 
countants’ offices, or, more than likely, 
seek ultimately some occupation in in- 
dustry or public service; only relatively 
few remain to attain the position of 
managing clerk of a practising account- 
ant’s office. 

Attempts have been made to provide 
a pension scheme applicable to the pro- 
fession as a whole, with the advantage 
that anybody leaving one office and going 
to another may take all his past benefits 
with him. This, on the other hand, is 
not always regarded as an attraction, as 
it makes the employee more mobile than 
he otherwise would be and still does not 
cover the problem of the change-over into 
industry. An individual scheme provid- 
ing for the special needs of each firm 
is probably more satisfactory than a gen- 
eral scheme for the profession. 


But none of these methods, however 
suitable they may be, and however bene- 
ficial from the point of view of the em- 
ployee, are available to the practitioner 
or principal himself. Unless he is 
possessed of private means or has heavily 
insured himself so that on retirement he 
is able to acquire an annuity from an 
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insurance company, he is obliged to go 
on working for the rest of his days. 

The American Institute of Accountants 
has, however, adopted a group life assur- 
ance plan for principals, but until some 
benefit can be obtained which costs less 
than the existing life assurance method, 
it seems that little relief can be obtained 
by the practising accountant, and it is 
hoped that something in this direction 
will be achieved as a result of the report 
of the Royal Commission on the Taxa- 
tion of Profits and Income, which is at 
the moment considering this point 
amongst other problems of taxation. 

Earlier on, I referred to the fact that 
many accountants in the early years of 
the profession combined with their occu- 
pation as accountants some other field of 
work; in many cases they were stock- 
brokers, but in Scotland they were asso- 
ciated particularly with actuaries and 
others connected with life assurance, 
which makes it not surprising that the 
Edinburgh Institute of Accountants, when 
it was formed, required not only the 
payment of an entrance fee, but also an 
initial contribution of 50 guineas and an 
annual contribution to their endowment 
annuity fund, The annual contribution 
could be augmented voluntarily. The 
fund to-day is closed, but all those who 
joined the Edinburgh Institute under 
those auspices receive at age 65 a capital 
sum in the vicinity of £500, or an equi- 
valent annuity, the amount being depend- 
ent upon age at entry. This, however, is 
no longer available to new members and 
other members of the Scottish Institute 
and I do not know of any other body 
which has the same privilege. 


Retirement 
How, then, is the practitioner who has 
reached the age of retirement to enable 
himself to make room for those who are 
coming up after him and at the same 
time either to take a lesser share in the 
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profits of a practice on account of his 
doing a smaller portion of work, or to 
retire completely? I have referred to the 
fact that it is not possible for him to 
set aside an adequate pension over the 
period of his practising life, at any rate 
by virtue of contributions to any fund 
other than an insurance policy, and if 
he is to rely on the payment of a lump 
sum by any incoming partner when he 
retires, he may find his choice of that 
incoming partner very much restricted. 
Furthermore, when he has received this 
lump sum, at the present high rates of 
taxation, the investment of it will pro- 
vide him with a pension far too meagre 
to live on and even if this sum is em- 


ployed in the purchase of an annuity, 


unless he is of an advanced age, it will 
not be of sufficient value to cover his 
needs. The amount which he has been 
able to save out of taxed income during 
his professional life has probably been 
small, and if he has dependants it is 
more than likely that he will wish to pass 
something on to them and not to exhaust 
all his savings in the purchase of an 
annuity. 


It seems, therefore, that from the point 
of view of both the payer and the payee, 
the most attractive and most satisfactory 
method of dealing with this situation is 
for the retiring partner to receive a pen- 
sion payable either out of profits or under 
covenant which is borne by the continu- 
ing partners of the business, who are then 
able to obtain the necessary tax relief on 
the payments they make and, with his 
probably lower rate of taxation, the re- 
tiring partner is more than likely to find 
that the sum received in this manner 
goes further than a payment obtained in 
any other way. It has the advantage of 
spreading the burden of taxation more 
evenly over those who continue the prac- 
tice and those who retire, and at the same 
time it avoids the difficulty of any incom- 
ing partner having to find a substantial 
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sum for goodwill in addition to the capi- 
tal he will have to provide to repay the 
retiring partner. 


Conferences 

Like most other professions, account- 
ants hold annual or biennial conferences. 
Such conferences afford a useful oppor- 
tunity for discussion amongst members 
of the profession, who are then able to 
realize and appreciate the fact that their 
colleagues in other parts of the country 
are contending with much the same difh- 
culties as those with which they them- 
selves are faced. They are able to dis- 
cuss in a friendly atmosphere, without 
fear of criticism, many points which 
trouble them in their own practices. 

Those present on such occasions in- 
clude many accountants not in practice, 
although the main participants consist 
of those who are in practice, firstly, be- 
cause the subjects for discussion are of 
greater interest to the practising member 
than his non-practising colleague and, 
secondly, because the accountant in prac- 
tice is a freer agent and can make good 
the time which he has lost by working 
in the irregular hours which are neces- 
sarily associated with practice. He does 
not have the same difficulty as the mem- 
ber in industry who has other persons 
to consider and more routine duties to 
perform. Many accountants, however, 
do not take advantage of these oppor- 
tunities for professional and social co- 
operation and tend to confine their pro- 
fessional activities entirely to their offices. 
There is no doubt that by so doing they 
miss a great deal, as these conferences 
go a long way towards enabling members 
in the smaller firms and districts to obtain 
an insight into the wider experience of 
firms in the larger towns, and also enable 
those in the towns to appreciate the difh- 
culties of their colleagues in small prac- 
tices. 

Although at the conferences to which 
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I have referred the social atmosphere may 
be, in many respects, more important 
than the discussions which take place on 
the various papers, there are other occa- 
sions, such as the summer schools— 
which are held by most accountancy 
bodies by courtesy of one or other of 
the colleges at the Universities of Oxford 
or Cambridge — at which strenuous 
periods are spent in discussions follow- 
ing papers on technical subjects. The 
social element on these occasions plays 
a less important part and the technical 
discussions are prolonged into the small 
hours. 
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This affords an even greater opportun- 
ity for the small practitioner and his 
larger confrére to share their views, ex- 
change their experiences, and discuss in 
a free atmosphere many of the problems 
arising out of the development of busi- 
ness and of legislation. 

Opportunities of this character are par- 
ticularly welcome when new legislation 
is fresh on the Statute Book and when 
discussion takes place on the various 
points which will be met in practice. 


THE TRAINING OF THE FUTURE PRACTITIONER 


Education of Articled Clerks 

The extension of the duties of an 
accountant emphasizes the need to give 
a thorough training to those who will 
fill the ranks of the future, and so I offer 
no excuse for referring at this stage to 
the method of training articled clerks. 

The importance of this is clear when 
it is remembered that — at any rate so 
far as the Institutes of Chartered Ac- 
countants are concerned — the responsi- 
bility of training for the whole profes- 
sion falls upon the members in practice. 


In the knowledge that the accountant 
is going to spend a considerable period 
over his training before he becomes 
qualified, there is a tendency to leave 
school at an earlier age than he other- 
wise might. This is emphasized under 
present conditions where the period of 
compulsory military service has to be 
added to the period which elapses before 
qualification is achieved. Nevertheless, 
the tendency should be decried whenever 
possible, for, with the wide field which 
the accountant has to cover in his pro- 
fessional life, it is most important that 
his vocational training should be based 
upon a thoroughly sound and broad edu- 
cation beforehand, as this cannot be re- 


placed if its omission is realized at a 
later date. 

Although it is not possible to lay 
down any hard and fast rules which 
would be appropriate to all entrants to 
the profession, in my view, a university 
education is something which will never 
be regretted by those who are able to 
take advantage of it. On the other side, 
we have the report of the Special Com- 
mittee on Education for Commerce,’ 
which was set up by the Minister of Edu- 
cation under the chairmanship of Sir 
Alexander Carr-Saunders, which took the 
view that technical training and practical 
experience could be sandwiched together 
and that, to a large degree, entrants to 
the profession should work in conjunc- 
tion with those who are training for other 
callings, many of which are far removed 
from the profession of the accountant. 
Whatever method is employed, it is 
essential that the greatest advantage 
should be taken of the period of practical 
experience as, ultimately, the comparison 
between one accountant and another goes 
strongly in favour of that one who has 
had the greatest amount of practical ex- 
perience. Examinations may be passed 
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upon book knowledge and cramming, but 
the inadequacy of this type of learning 
is frequently discovered when practical 
application of the knowledge acquired 
is called for in general practice. 


Period of Articles 


In so far as the English Institute is 
concerned, a period of five years’ 
articles is insisted upon, although it is 
reduced to three years for those who 
have graduated at a university, and cer- 
tain concessions were granted to those 
who had their period of training in- 
terrupted by war service. The in- 
corporated accountants and the certi- 
fied accountants do not call upon all 
their entrants to serve a period of 
articles. 

Into the period of articles must be 
worked not only the practical training 
in the profession, but also the time 
which is necessary for study. With 
the exception of a relatively short peri- 
od immediately before the examina- 
tions, this is usually achieved by eve- 
nings or week-end study under the 
postal direction of a tuition college. 


Although the practice of articled 
clerks paying a premium for their 
training still prevails in many cases, 
it is rapidly diminishing, with the re- 
sult that entrance to the profession is 
no longer restricted to those whose 
parents can afford to pay a premium 
and keep their sons for the period of 
articles during which they will be re- 
ceiving little, if any, remuneration. 
On the other hand, in most cases when 
premiums are received they are repaid 
in one form or another over the period 
of the articles. Every opportunity is 


given to any boy who may have the 
inclination and ability to become an 
accountant, whatever his circumstances, 
the amount of remuneration paid to 
him being based largely upon the 


amount of experience which he has 
obtained. 


University Education 

For those who are able to receive a 
university education, it is important 
that they should get the greatest ad- 
vantage from the broad, liberal train- 
ing which a university provides. The 
course which they take need not be 
closely related to accountancy or com- 
merce and usually degrees in history, 
law or economics, as well as the degree 
of Bachelor of Commerce, provide an 
adequate basis. It is the training of the 
mind and brain — the ability to think 
clearly and to form a sound judgment 
— which is the ultimate success of a 
university education and not necessarily 
the vocational training which a univer- 
sity provides. 

A further advantage of a university 
is the contrast with school life. At a 
university facilities are provided to 
help the undergraduate in his work, 
but it is Ais decision what work he 
shall do and, equally importantly, when 
he shall do it. Ths encourages initia- 
tive and self-reliance. 


In 1947, three of the accountancy 
bodies in England and Wales made an 
arrangement with the provincial uni- 
versities whereby a special branch of 
their Bachelor of Commerce degree was 
set up for those who were considering 
entering the accountancy profession. 
Under this arrangement they serve a 
period of articles of five and three- 
quarter years, of which two and three- 
quarter years are spent at the universi- 
ty on this particular course, the re- 
maining three years being spent in the 
accountant’s office, partly before going 
to the university, but mostly, and at 
least one year, following graduation. 
One of the attractions of this partic- 
ular course to those who have been to 
the university is that they are exempted 
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from the professional intermediate ex- 
amination. Whether or not this is an 
advantage is not for me to say, but it 
does not necessarily mean that this 
university degree is regarded in all 
respects as an equivalent standard to 
the professional intermediate examina- 
tion, and it is important that any 
thought of this character should be re- 
moved. 


From the professional point of view, 
the advantage is the prospect of attract- 
ing into the profession some of the 
most eligible candidates who have been 
to the university rather than providing 
a university training for articled clerks 
as such. The advantage of exemption 
from the intermediate examination and 
three months’ shorter articles than is 
provided by a normal university de- 
gree followed by articles is relatively 
small in the life of a practising account- 
ant, and the benefit of the associations 
and discussions which arise from a uni- 
versity course is far more important. 
This advantage is obtained to a greater 
degree at those residential universities 
such as Oxford and Cambridge, rather 
than provincial universities, most of 
whose students are day scholars. 


Practical Training 


It is the duty of the principal to 
train his articled clerk and not to leave 
that entirely to the professional body, 
to the state, or to the tuition college. 
He should see that his pupil gets wide 
experience (though this may be difficult 
in some offices) and in particular, he 
should endeavour to give him experi- 
ence in such special spheres as executor- 
ship, liquidation, and bankruptcy. He 
should receive reports from the senior 
clerk under whose supervision the 
articled clerk is placed on his progress, 
and particularly following the passing 
of the intermediate examination, he 
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should make endeavours to give par- 
ticular tasks direct to his articled clerk, 
which he may bring to his principal 
personally, so that the latter will have 
a fair indication of the way in which 
his pupil is progressing. 

Modern methods have eliminated 
many of the monotonous tasks which 
it was customary to pass to articled 
clerks; indeed, there are many of past 
generations who will remember the 
long and tedious hours which they 
spent checking other people’s additions. 
This change, however, is not regarded 
as purely beneficial, as there can be no 
overlooking the fact that, tedious 
though the task may have been, it pro- 
vided a sound mental discipline which 
ensured that details were not to be 
neglected and that thoroughness must 
be observed in carrying out the work 
of an audit. 


As the greater part of an articled 
clerk’s work in his principal's office is 
usually auditing, it consists very largely 
of checking others, and is not work of 
his own construction. It is therefore 
important to see that a reasonable bal- 
ance is observed, because if there is ex- 
cessive checking of the work of others, 
the pupil’s mind will become passive, 
and not active as it would be if he were 
learning to do things for himself, 
whether it be entering up books, pre- 
paring accounts, or handling a partic- 
ular part of liquidation procedure. 
During his period of training, too 
much emphasis should not be placed on 
the professional aspect and, where pos- 
sible, every encouragement should be 
given to the articled clerk to acquire 
knowledge of the particular work 
which his clients are carrying out. A 
tour round the factory is usually wel- 
comed by the client’s accountant, as he 
knows that with this experience the 
questions which the articled clerk will 
ask are more likely to be constructive 
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and the answers which he obtains more 
readily understood. 


The practical view cannot be too 
heavily stressed as it has been the ex- 
perience of examiners on many subjects 
that when questions are set which can- 
not be answered by mere book knowl- 
edge, but require the application of 
knowledge of principle, the answers 
are in the main disappointing. 


Industrial Experience 

In 1946, the English Institute took 
power to permit those serving articles 
to spend a period not exceeding six 
months in the office of an industrial 
company, so long as they are under the 
supervision of a qualified accountant 
whilst there. This permission has not 
been sought on many occasions, al- 
though the practice is gradually in- 
creasing, and there can be no doubt 
that in many cases it would be an ad- 
vantage for the pupil to have this ex- 
perience as it is more than ever likely 
to provide him with an opportunity of 
doing something for himself rather 
than checking the work of others. 
However it is obtained, it is important 
that it should not interfere too serious- 
ly with a pupil’s practical experience 
in his principal’s office, as if there are 
too many breaks in this, he loses his 
opportunities. 

There has been a clamour from cer- 
tain quarters that an industrial paper 
should be included in the professional 
examination, either as an alternative 
subject for those who seek their future 
in industry rather than in practice, or 
as a compulsory subject as representing 
one of the most important parts of cur- 
rent practice. Many feel that the 
training of the embryo accountant up 
to the stage of his examination should 
be on broad general principles and not 
too specialized in one direction or an- 
other. 
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In my view, the field to be covered 
by the examination syllabus is already 
so wide that a fresh subject could only 
be introduced at the expense of some 
other branch, and the substitution of 
optional papers would be a mistake. 
A broad general training, leaving 
specialization to be treated as a post- 
graduate feature, is more important. 

This might be incorporated as a 
means of qualification for fellowship. 
Such a suggestion has been made from 
time to time, but it was only in 1951 
that any practical outlet was produced, 
and this was by the Institute of Cost 
and Works Accountants, which has 
now provided that its fellowship shall 
go to those accountants who have a 
qualification the equivalent of its as- 
sociateship, and added to it the passing 
of a special paper in management ac- 
counting.® 


Tuition Colleges 

I have referred to the postal tuition 
which forms the basic examination 
training of most students. This type 
of tuition is frequently criticized on 
the grounds that it takes place in the 
evening after the student has done his 
day’s work at the office; nevertheless, 
if the essence of the professional quali- 
fication is to be practical training, this 
must be interfered with as little as pos- 
sible. It will be appreciated that if an 
articled clerk attends day classes for 
tuition and is only spasmodically avail- 
able at his office, he will not get the op- 
portunity of being given work which 
requires his attention, not when he is 
able to give it, but when it is necessary. 
This particularly applies to audits. If 
an articled clerk is frequently away on 
his studies, he loses a great deal of the 
value which he can be to his senior or 
managing clerk, and if that interest is 
lost, so are the opportunities for prac- 
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tical experience which he seeks to ac- 
quire. It is therefore best for the bulk 
of the examination training to be done 
by those postal tuition colleges which 
have been built up over the last 40 
years with such a wide experience of 
teaching of this character; and al- 
though much criticism may be levelled 
at this type of tuition, there can be no 
doubt that the colleges are doing their 
work exceedingly well, and it would 
be a great mistake for any change to 
take place in this method. 


Students’ Societies 

A suitable balance in the technical 
training is provided by the students’ 
societies. Every student in this way has 
an opportunity of mixing with other 
students and at the same time finding 
experienced practitioners who are able 
to answer many of the problems which 
he comes across in his courses and 
which are more readily answered in 
person. 

The lectures which are provided by 
the students’ societies are of two 
categories. Firstly, those which deal 
with the examination subjects; these 
may to some degree overlap the tuition 
colleges’ papers and reading matter, but 
the subjects are looked at from a more 
practical standpoint. Secondly, those 
on general subjects, bearing on differ- 
ent types of trade and current events, 
all of which help to develop the gen- 
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eral knowledge and experience of the 
student and to prevent him from be- 
coming too theoretical in his outlook. 


Another important feature of the 
work of the students’ societies is the 
debates which are arranged. These 
opportunities should not be neglected 
by the articled clerk as they give him 
the chance of thinking on his feet and 
expressing himself intelligently, which 
will stand him in good stead in his 
later professional life. After all, it is 
very much easier to have this experi- 
ence whilst one is training than to try 
and build up the experience in the 
hard school of practice, when the cost 
of making mistakes is much greater. 
Success in this field enables the student 
to find many opportunities which 
would not otherwise be open to him. 


A further feature of the activities of 
the students’ societies, which is now 
being developed, is that of providing 
residential courses extending over a 
period of four or five days, a short time 
before students sit their examinations. 
These should be timed so as to avoid 
breaking into the tuition revision 
courses, but not so far distant as not to 
give the student the opportunity of 
tidying up some of the shortcomings 
which he has experienced during his 
period of training, and to allow him 
the opportunity of discussing his diffi- 
culties with those of his contemporaries 
who are similarly placed. 


THE ACCOUNTANT’S RELATIONS WITH THE BUSINESS WORLD 


Legal Profession 
As far back as 1874 attempts were 
made to provide a distinction between 
the work which was appropriate to 
lawyers and that which was appropri- 
ate to accountants, but although steps 
were taken to ascertain how this might 


be defined, and many other attempts 
have been made since that date, it has 
still not been possible to arrive at any 
decision. None the less, accountants 
and lawyers in all parts of the world 
work in close harmony, lawyers en- 
deavouring to avoid incorrect account- 
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ing, and accountants to avoid bad legal 
advice. The accountant should ap- 
preciate when to go to a solicitor or to 
advise his client to do so, and vice 
versa. This basis probably provides 
the soundest foundation for co-opera- 
tion and understanding between the 
two professions. 


Economists 

Economists are apt to regard account- 
ants in general, and accountants in 
practice in particular, as being the re- 
pository of much useful information 
which would help them in their dis- 
cussions and in the preparation of the 
statistical statements which they com- 
pile. It must be remembered, however, 
that the accountant in practice holds 
his knowledge as the secret of his 
client and if it was felt in any quarter 
that this information was divulged, in 
however anonymous a fashion, the re- 
lationship of confidence between the 
accountant and his client would be 
seriously endangered. 

Whilst appreciating the anxiety of 
the economist to obtain this informa- 
tion for his purpose, we must realize 
that to some extent he speaks a differ- 
ent language from the accountant — 
particularly from the accountant in 
practice. The latter fully appreciates 
the point of view of the economist, but 
accountant and economist do not neces- 
sarily consider problems in the same 
light. 

Several attempts have been made to 
bring the two closer together, but the 
matter ultimately resolves itself into a 
definition of accounting and economic 
terms and concepts, and it will be shown 
how far apart these are when it is 
mentioned that the report of the Joint 
Exploratory Committee, which was 
issued in 1951°, was only agreed after 


®Some Accowntimg Terms and Concepts, 
(Cambridge University Press), 1951 
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deliberations extending over six years. 
Although this report goes probably a 
greater way on common ground than 
might have been expected, it tends to 
emphasize the difference between the 
two. 


Public View of Accountants 

It is sometimes assumed that the 
principal attribute of an accountant is 
an extensive knowledge of mathematics 
and that he spends his life in a world 
of figures. This is far from the truth; 
the main article which he has to offer 
to the public is his certificate — which 
might be described as his stock-in- 
trade. This is not sold to the highest 
bidder, and retains its value only 
whilst it can be accepted uncondition- 
ally and without question. A certificate 
which cannot be relied upon loses all 
value immediately. 

In the public mind, the accountant is 
a man of high moral principles, who 
can be relied upon not only for the 
accuracy of his work, but also for the 
soundness of his judgment. To fulfil 
these high ideals he must be able to go 
behind the cold statements of fact with 
which he is presented, and face his 
problems with a knowledge of the 
human principles which lie behind 
them. 

Apart from the relations with the 
Inland Revenue which have been refer- 
red to earlier in this paper, the ac- 
countant in practice is associated with 
other government departments. His 
services are frequently called upon in 
cases of emergency. One can recollect 
many instances of accountants being 
employed during the last war in con- 
nection with the food control and 
other supply departments. They were 
also employed at the time of the gen- 
eral strike in 1926 in assisting in the 
organization of emergency services. 
Again, when the Transport Act, 1947 
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came on the Statute Book, many ac- 
countants were employed and appoint- 
ed to panels to assist in arriving at 
the assessment of compensation to be 
paid to the transport owners in con- 
nection with the transfer and national- 
ization of their undertakings — and 
there are many other instances. 

These are all occasions on which 
large numbers of accountants in prac- 
tice have been employed or their ser- 
vices utilized; but to a lesser degree, 
selected accountants are called in to 
arbitrate on questions of assessing com- 
pensation. For example, the valuation 
of the shares of the American associates 
of Courtaulds Ltd., which were taken 
over by the Government during the last 
war, or in settling the distribution of 
the global sum for division between 
the owners of the collieries, which were 
nationalized under the Coal Industry 
Nationalization Act, 1946, and there 
are many other functions of a similar 
nature where their services are called 
upon. 

In private practice, not only does the 
accountant perform his functions as 
auditor and taxation expert, but he be- 
comes the confidential adviser of his 
client, and is consulted by him on an 
almost unlimited variety of problems. 
Indeed, one can recall occasions when 
spinsters and widows have sought their 
accountant’s advice before embarking 
or re-embarking on matrimonial seas. 


Intelligibility of Accounts 

The technique of the presentation of 
accounts to shareholders has become so 
involved that few of those who have 
not been educated in finance have any 
appreciation of the information they 
convey. The accountant in practice can 
perform a useful function in making 
published accounts more intelligible to 
the uninitiated. 

The presentation of accounts is not 
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a mere exercise in the use of vague ac- 
counting terms, resulting in the proof 
that the account balances and, within 
certain accepted concepts, reveals the 
true and fair profit of a given period. 
They should be set forth in such a 
manner that even the uninstructed 
shareholder (and director) can ap- 
preciate in a simple way the affairs of 
his company. If the accountant looks 
upon his accounts as an architect his 
building, or an artist his painting, he 
will attempt to produce them in such 
a form that they will be clearly under- 
stood. This may, of course, be regard- 
ed as the field of the accountant in in- 
dustry, who is primarily responsible for 
drawing up the accounts of most pub- 
lic companies; but the ultimate arbiter 
of the accounts is the accountant in 
practice — the auditor who signs the 
certificate that they reveal “a true and 
fair view’; and, in doing so, he should 
bear in mind those to whom the ac- 
counts are issued. 

Returning to the analogy of the 
architect, his drawings take two forms, 
(4) the ground plan and detailed mea- 
surements, and (4) the elevations. His 
client looks with awe and interest at 
the first form, but it is the second 
which reveals the result which he is 
seeking. 

If accountants follow this idea, we 
shal! find that in future the set form of 
balance sheet and profit and loss ac- 
count supply the needs of management 
and the financial expert, whereas the 
needs of the uninitiated shareholder are 
met by a supplementary statement set- 
ting out the salient features, which are 
necessary for him to obtain an adequate 
appreciation of the value of his in- 
vestment. 


Accounting Terminology 
The accountancy profession is not 
adorned by an extensive glossary of 
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technical terms; in fact, accountants have 
tended rather to employ those already in 
daily use either in commerce or by the 
law. In more recent years there has been 
a tendency in certain quarters to invent a 
number of phrases and terms, some of 
which appear to be understood only by 
their users. Many terms tend to be con- 
fused in that as they are dependent upon 
their context, so does their meaning vary, 
and although one does not wish the 
jargon of the profession to become too 
technical, none the less, it would be an 
advantage if phrases with well-appre- 
ciated meanings, which could be under- 
stood by laymen, were used. 


Form of Certificates 


In most cases, the only communica- 
tion which the auditor has with his 
principals — the shareholders who ap- 
point him — is the certificate which he 
appends to the balance sheet. It is, 
therefore, important that through this 
channel his intentions should be abund- 
antly clear. He should not lead any- 
body to imagine that he has done more 
than he has done, or that he accepts 
any greater responsibility than he 
should. 

The length of the certificate required 
under the Companies Act, 1948, tends 
to confuse shareholders in that so many 
positive features are emphasized in a 
straightforward case that when any 
negative points are included their pres- 
ence tends to be overlooked. To as- 
sume that accounts are correct unless 
otherwise stated would no doubt be 
more satisfactory from the point of 
view of the shareholder, but this places 
a heavier burden on the accountant and 
auditor when he has to raise a specific 
qualification, which would then stand 
out in isolation. Nevertheless, the ac- 


countant should not shirk the responsi- 
bility of doing what he feels to. be 
right, following the dictates of duty. 
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Where some of the shorter and non- 
statutory certificates are given, it must 
always be appreciated that the accounts 
so certified may possibly be used for 
more than one purpose. For example, 
if accounts are certified for partnership 
purposes as being in accordance with 
the books of the firm they may also be 
used for presentation to the Inland 
Revenue for agreeing taxation liabili- 
ties, or at some future date produced 
to a prospective purchaser of the busi- 
ness as if they were a completely 
audited account. 

As each of these parties will in their 
separate ways regard the accountant’s 
certificate as meaning all it conveys to 
them, it is most important to ensure 
that nobody is misled, as in the minds 
of many people the terms “auditor” 
and “accountant” are regarded as syn- 
onymous. 


Management 

What are the relations of the prac- 
tising accountant with his client or 
those who manage the affairs of in- 
dustry? Management as a whole tends 
to criticize the practising accountant, 
saying that he is old-fashioned, too con- 
servative and too tied to past ideas. 
This may be so where the accountant 
comes in for no more than an audit at 
the end of the year, or is consulted in 
some minor field, but it is not the case 
where the accountant in practice is 
consulted throughout the year, where 
he is regarded not merely as the servant 
of his client, but as one who should 
advise his client and lead him into 
proper channels. He should keep his 
client abreast of developments and 
bring to his notice all the points which 
may be necessary in conducting his 
business, whether it be with a view 
to forestalling difficulties which might 
otherwise arise through taxation in 
years to come on the death of a pro- 
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prietor, or the penalties which may be 
incurred through a change in control, 
either on account of personnel or 
domicile. 


Conclusion 

I have recorded in some degree the 
progress and events of the past, the 
conditions of the present, and the pos- 
sibilities of the future. 

To some of the present generation 
the past may have no more than an 
historic interest, and their successors 
may look upon the present in a similar 
light; but the real value in the con- 
sideration of the past is to learn of the 
progress that has been made and to 
realize that the accountancy profession, 
like any other profession, cannot stand 
still: it must either go forward or slip 
backwards. 


In the certain hope that it is the wish 
of all those attending the Sixth Inter- 
national Congress On Accounting to 
see the accountant in practice enhance 
his reputation and service, I pose below 
a number of questions which might 
stimulate the Congress to give an in- 
dication of the road upon which we 
might travel in the decades to come: 

How will the practising accountant 

fit into the administration of na- 
tionalized industries? Will he find 
in this a greater or lesser demand 
for his services? 
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Is the internal auditor to assume a 
more directly responsible position ? 

Have we been wrong in our method 
of specialization; should we have 
followed the practice of other pro- 
fessions and debarred the special- 
ists from general practice? 

What part should the accountant in 
practice play in research, or should 
this become a whole-time occupa- 
tion? 

How can the opportunty for special- 
ization and research in accounting 
technique best be developed? 

Would the progress of accounting 
technique be more satisfactorily 
developed under less rigid control 
than that provided by detailed 
legislation ? 

How can the problems of the contin- 
uity of capital and goodwill in the 
practising firms best be dealt with? 

It is frequently stated that statistics 
lie; should the accountant accept 
a greater responsibility for the 
production or certification of sta- 
tistical statements, and should this 
subject take a more prominent 
place in examination syllabuses? 

Is the stereotyped audit certificate 
satisfactory? Should this be sub- 
stituted by a more extensive audit 
report? 
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ALBERTA 

Mr. James C. Miller, C.A., announces the 
admission to partnership of Mr. H. A. Ben- 
nett, C.A. Practice of the profession will 
henceforth be conducted under the firm name 
of Miller, Bennett & Co., Chartered Account- 
ants, with offices at 625 Second St., Medicine 
Hat, Alta. 

7 * - 

Helliwell, McLachlan & Co., Chartered Ac- 
countants, Vancouver, Calgary, and Vernon, 
announce that Mr. J. M. Moynes, M.B.A., 
C.A. has become sole resident partner in 
their Calgary office. 


NEW BRUNSWICK 


Mr. Alfred F. Gosling, C.A. announces 
the opening of an office for the practice of 
his profession at 712 Main St., Moncton. 


ONTARIO 
Mr. Samuel B. Rose, C.A. announces the 
formation of a partnership with Mr. Samuel 
Harrison, C.A. under the firm name of Rose 


News of Our Members 





Mr. Donald S. Sykes, C.A. (Ont.), has 
been appointed treasurer of Dominion Elec- 
trohome Industries Limited, Kitchener. 


Mr. J. G. Campbell, C.A. (Sask.), has 
been appointed president of the Soybean and 
Malt Processing Subsidiary, Victory Mills, 
Toronto. 

© * CJ 

Mr. G. Abrams, C.A. (Ont.), has been 
appointed vice-president and treasurer, Soy- 
bean and Malt Processing Subsidiary, Victory 
Mills, Toronto. 


Mr. Ian Turner, C.A. 


(Glasgow and 
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& Harrison, Chartered Accountants, with of- 
fices at Ste. 204, 455 Spadina Ave., Toronto, 
and at 69 Collier St., Barrie. 
* . * 
Laflamme & Seguin, Chartered Account- 
ants, announce the removal of their offices to 
Ste. 202, 18 Rideau St., Ottawa. 


Ontario Students Association 


The Students Association of the Insti- 
tute of Chartered Accountants of Ontario 
is holding its annual fall dance at the Club 
Kingsway on Wednesday, December 3, 
1952. W. J. Morgan and W. R. N. Camp- 
bell are in charge of the arrangements. 


SASKATCHEWAN 


Hesford, Wik, Jeffery & Stark, Chartered 
Accountants, Swift Current, announce the ad- 
mission to partnership of Mr. Howard J. 
Millard, C.A. Henceforth practice of the 
profession will be carried on under the firm 
name of Wik, Jeffery, Stark & Millard, Chart- 
ered Accountants. 


Ont.), has become financial and commercial 
manager of Rolls-Royce of Canada Limited. 
He has also been made a director of the 
company. 

* * * 

Mr. A. E. Bishop, C.A. (Que.), is the new 
chairman of the Montreal Chapter of the 
Society of Industrial and Cost Accountants. 

* * * 

Mr. Paul Hickey, C.A. (Ont.), has been 
appointed Assistant Commissioner of Finance 
of the Corporation of the City of Hamilton. 
He was formerly Supervisor of Municipal 
Auditing and Accounting for the Department 
of Municipal Affairs of the Province of On- 
tario. 
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NOTES AND COMMENTS 


Ww HAVE talked a good deal about 
adjusting journal entries in the 
past but we have not as much as men- 
tioned the poor “reversing” entry. This 
is the type of journal entry that usually 
comes at the beginning of the following 
financial period to “reverse” the ad- 
justing entries of the preceding year 
end. 

As a matter of fact, we think the 
description “reversing” does not do the 
entries justice at all. One would think 
that all the entries did was to undo what 
had been done before; that their func- 
tion was purely negative. If that were 
so, one might well ask why the adjust- 
ing entries were made in the first place, 
unless to provide accountants with work. 

The point is, the reversing entries 
are just as necessary for the correct 
measurement of income in the next 
financial period as the adjusting entries 
were in the preceding period. They do 
have a positive function to perform. 
Without the reversing entries, expenses 
like insurance and cost of goods sold 
would be understated in the next finan- 
cial period, and expenses like wages and 
bond interest would be _ overstated. 
Revenues like rent (payable in advance) 
might be understated and revenues like 
interest on bond investments (payable 
in arrears) would be overstated. The 
adjusting entries at the end of one 
financial period and the reversing entries 
at the beginning of the next, work to- 


gether to allocate revenues and expenses 
between the two periods. 
* * * * 

Indeed, while some might not im- 
mediately recognize it as such, the year 
end entry to close out the “opening” 
inventory figure is a reversing entry. Its 
peculiarity is merely that (for some 
reason we have never divined) the 
practice is to make it at the end instead 
of the beginning of a business year. It 
reverses the entry at the preceding year 
end by which cost of goods sold ex- 
pense was adjusted for the cost of 
merchandise then on hand. 

* * * * 

An interesting question that has 
bothered us for a long time is, why are 
some adjusting entries reversed and 
others not? Why do we reverse the ad- 
justing entry for accrued wages expense 
and for accrued interest revenue, and 
not the adjusting entry for deprecia- 
tion? Why do we reverse the entry to 
correct insurance expense for the por- 
tion unexpired, and to correct the over- 
statement of cost of goods sold by the 
cost of merchandise on hand, and why 
do we not reverse the adjusting entry 
for bad debts expense? 

The answer appears to be that we do 
not reverse adjusting entries that only 
adjust accounts by differences. The ad- 
justing entry for bad debts expense, for 
example, brings the balance in Allow- 
ance for doubtful accounts account #p 
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to some required amount. So too, the 
adjusting entry for depreciation brings 
the balance in Allowance for deprecia- 
tion account wp to some predetermined 
amount. These entries need never be 
reversed because the balances are allow- 
ed to stand on the accounts and at the 
succeeding year end are simply adjusted 
again for whatever additional amounts 
are required. And the additional amount 
required is the bad debts or deprecia- 
tion expense for the year, as the case 
may be. 

We would not need the reversing 
entry transferring the cost of opening 
inventory back to Cost of goods sold 
account if at a year end we merely ad- 
justed the balance in Merchandise in- 
ventory account by whatever amount 
(greater or lesser) would bring it to 
the up-to-date figure. As it happens this 
is not the usual practice, although one 
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does encounter it occasionally. Generally 
speaking we prefer to reverse the whole 
(obsolete) amount and set up the whole 
(up-to-date) amount in two steps. We 
do the same with prepaid expenses, 
accrued assets, accrued liabilities, and 
deferred credits. We could leave these 
on the accounts and adjust them for 
differences at the next year end, but 
we do not. 
* * * * 


Sometimes the reversing entries are 
called ‘“‘post-closing’” entries. We are 
hard to please. We do not like this 
term either. It suggests strongly, to us 
at any rate, that the entries are made 
within the same financial period as the 
closing entries. The description fails to 
relate them to the accounting period in 
which they perform their function. We 
think the term ‘‘opening’’ journal entries 
would be better. 


ON DEPRECIATION 


(From a book review of Depreciation (the Staff of the Public Service Commission of 
Wisconsin), by Henry Rand Hatfield in The Journal of Accountancy, May 1934, pages 386-7.) 


. . Accounting for depreciation therefore shows two facts or two aspects of one 
phenomenon: (1) that part of the original value of the machine has disappeared, and (2) 
that consequently there has been an expense, an offset against earnings. This the authors 
fully recognize and frequently state. How then can they speak of “the loss to be re- 
covered by depreciation charges?’ A charge recognizes and records a loss; it never can 
If the recovery of a loss is ever possible, which is somewhat doubtful, it is 
only by earnings sufficient to cover the loss.” 

; . Again one reads that where depreciation amounting to $900 has been 
charged as an expense and credited to ‘reserve for depreciation’, the utility would have 
on hand the sum of $900. This is a flagrant mon sequitur. One might as well say that, 
because fuel is consumed or cash is paid, and expense is charged, therefore the utility 
has an equivalent on hand. All that these credit entries show is that the fuel and cash are 
no longer on hand. Whether something else is on hand, replacing these, is an entirely 
separate question. Perhaps it is assumed that the rates allowed a public utility will 
be high enough to reimburse all expenses. But this is a false assumption... . ” 

“... Nor is the phrase ‘providing for depreciation’ felicitous. Depreciation is a 
lamentable fact—it means that something has been consumed, perhaps by wear and tear. 
One may provide for a future expenditure, as one puts cash into a Christmas fund, to 
provide for the purchase of presents. But one does not provide for the wear and tear 
due to the gnawing tooth of time. It comes of itself. 


recover it. 


“The statement: ‘the payment of common (why not ‘preferred’ as well?) dividends 
at the expense of adequate depreciation’ is somewhat worse than meaningless as an ex- 
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pression relating to accounting. One may spend his wages for whiskey ‘at the expense’ 
of shoes for his children. The more whiskey, the less shoes. But paying dividends cer- 
tainly does not lessen depreciation. Depreciation it is to be remembered is ‘the con- 
sumption of property’ and what have dividends to do with that?” 


SOLUTION TO OCTOBER PUZZLE 


Let “x” pints per minute = rate of leakage 

and “y” pints per minute = rate of supply of each tap. 
Then, 16(y — x) = 63 x 4 (1) 

and 1534(2y — x) = 63 x 8 (2) 

From (1), 4y — 4x = 63 (3) 

From (2), 4y — 2x = 64 (4) 

Subtracting (4) from (3), 

x= ¥, 


i.e. the rate of leakage is one-half pint per minute. 


* * * * 


PUZZLE FOR NOVEMBER 


Using the numbers 1 to 9 only once, criss-cross, adds up to 15. 
fill in the nine squares in such a way 
that the sum of the three numbers up (Contributed by 
and down, from side to side, and Mrs. Joan Reid, Ottawa) 


PROBLEMS AND SOLUTIONS 


Qualified accountants have prepared the solutions appearing in this section, and the 
solutions reflect the personal views and opinions of their various contributors. Students 
should not regard them necessarily as models for submission to the examiner. The hope is 
rather that they will provide a basis for such discussion and explanation of the problems as 
will make their study beneficial. The editor will welcome discussion of the solutions 
published. 
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PROBLEM 1 
Intermediate Examination, October 1951 
Accounting Il, Question 7 (25 marks) 


On 1 Sept 1950, C took over a small business owned by Y. 
The purchase price of $8,500 covered the following: 


RUROINI RII 0 NO cdi ce Pn hs os areal eh ga opes $ 500 
I  Sosscscenexseotboce Pi train ciel Ah eet ee Ae ah 250 
IE ecient ces Beast aa ue eas a Seatac se 6,450 
SU cia eae Sh 8 i on oagpenant esis 1,300 

$8,500 


During August 1950 C had paid $1,000 on the purchase price and had completed 
arrangements for a mortgage of $4,500, the proceeds of which were paid to Y on account 
of the purchase price. 

As at 1 Sept 1950, C’s cash in bank of $5,107.73 was put into the business bank 
account. During the interval from 1 Sept 1950 to 31 Dec 1950 C put additional funds 
totalling $5,951 into the business and took out for personal use a total of $7,965, which 
included payment to Y for the balance of the purchase price of the business. In addition 
funds totalling $4,500 were borrowed from the bank on a demand loan. 

C has followed the practice of paying sundry small expense items out of cash 
received on sales and of paying all larger items by cheque. Total daily cash receipts are 
noted on a daily sales record but no reconciliation is made with deposits as per duplicate 
deposit slips and the bank statements. The total of the daily sales record for the interval 
from 1 Sept 1950 to 31 Dec 1950 was $25,959.54, whereas total deposits on account of 
sales less sundry cash payments amounted to $20,556.39. 

Cash on hand on 31 Dec 1950 and deposited in January 1951 was $313.93. 

There were accounts receivable totalling $1,109.50 outstanding at the year end which 
had not been included in the daily sales record. 

All purchases of merchandise and expenses incurred totalled $28,087.24. These were 
listed and distributed, $20,106.50 to merchandise purchases and $7,980.74 to expenses. Of 
the merchandise purchases so listed, $690.59 was unpaid at 31 Dec 1950. 

No record was kept of cheques issued other than the cheque stubs. Cheques issued, 
other than for personal use as noted above, as per cheque stubs totalled $25,812.43 of 
which $305.63 was outstanding at the year end. Included therein were cheques for: 


AMMEN SERENE 880 55 sas ecin ah ar dvivacheaipassn tees $ 555 
MAMAN MRVNR PUEDEN ooo) eae cotati se vices ovsneieecsstieetabeces haters 2,350 
Payment on principal of mortgage ..............0....0000006 500 
Payment on demand loan ............... arenes 100 


Inventory of merchandise on hand at the year end was estimated to be $1,100. 

$250 was allowed on the trade-in of the old truck. 

Depreciation is to be provided at 20% per annum on the closing balances on a 
straight line basis. 


Required: 
(15 marks) (a) Prepare a statement of profit and loss for the 4-month period ended 


31 Dec 1950. 
(10 marks) (b) Prepare a balance sheet as at 31 Dec 1950. 
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A SOLUTION 
(a) Cc 
STATEMENT OF PROFIT AND Loss 
for the four months ended 31 Dec 1950 


MP oc eee enon beset tn seat ck tas cou cvstwis bu Saw lang weal vaca euidak dev sameeeaakecasenaosaumsuniabends 
Less cost of goods sold: 
NY VMI UPD 558 cos pecan ieee dis easenstades aeorseoeaans $ 500.00 
NU es ec oe ees tice oases Sete eas 20,106.50 
20,606.50 
Less inventory 31 Dec. 1950 ...... vid eek it asada ete ts Beta da Ke 1,100.00 
Sein RIAN INEIR 525 22 MR Creo UAT ath ress ah eBideona alas 
Less 
eee ete 2 te ata es Si aca casey 7,980.74 
MER ap d9) Ries ois ies este ssa sede IR IS asad es eee catia 640.33 
Loss for the four months ending 31 Dec. 1950 ................00ccceeeceees 
(b) G 
BALANCE SHEET 
as at 31 Dec 1950 
ASSETS 
Current Assets 
NG 8h anh tr toro nen ant cee nd Sd $ 313.93 
MERE AIR MMEIRI esis oF pace Sela set gh cadicczdebiacas a valeeaaasexnl 2,337.69 
ORRIN, ooo ooa  cs bas enieeleaeandaaeees 1,109.50 
RP EE ING Se o0 ote oes neck erie hata aan Eee 1,100.00 
Fixed assets at cost 
Na er Sido an ca Ld ec oh ia $ 2,600.00 
CIN ha Ren octyl gael 7,005.00 9,605.00 
Less allowance for depreciation .....................0... 640.33 


ReRAPIM orl attrg tered or tira cashy See Ve alent ne oats tears com thurs aap bank avid 
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LIABILITIES AND PROPRIETORSHIP 
Current liabsdities 


rR RN St OS i a es a anes $ 4,400.00 

ens MUNIN ONIN coi Sos s cede ice neieaetanea sieve sndusnadsbatracadsm 690.59 $ 5,090.59 
NNN RE 522) ca ec aice cscs pss sees sas p evs th cons Seana cytes, Red soas ates saee 4,000.00 
I a oo dk Sasa oseh nbusotos sesomosdaie Weds stuns ssevek vibsnecess 9,090.59 
Proprietorship account—C 

SANRIO 2565 5c cahvzeseceadssstexinesscue cvanssessnsnstauspusaacorases 6,107.73 

I i ee apace 5,951.00 

12,058.73 

PIII Beko sho seats pracasoaespiwnndes $ 4,965.00 

BER Se I obo sec cnicbentMissvneesnceonseoanos 1,058.53 6,023.53 6,035.20 


$15,125.79 


Editor’s Note 
The following additional statement, not required by the problem, may heip readers to 
understand the above solution: 


Cc 
STATEMENT OF RECEIPTS AND PAYMENTS 
for the four months ended 31 Dec 1950 


ata an RB MIE RIO isco ssvsccctwady case vadecceess Rts i eaReeaevedasceese ses cee . $ 5,107.73 
Add receipts 
RN IN ENN 5 4 A pcs act exes bv ccnt sti eatashocavasadinacesicondes $ 5,951.00 
I IRI NN a oc vs pu tus uh Ghana vhs sopra ieebeed 4,500.00 
nS SII MCN os canes vids lags oagpencbivanv atendaeen vais 25,959.54 
36,410.54 
41,518.27 
Deduct payments 
Sundry expense 
——paid Out OF Cash sales .........6....000..c0essessssesesesess $ 5,089.22 
SOMA OD WOME 5 acu ccd cesssnseaesassescnccesdvesserssvece 2,891.52 
7,980.74 
NE RE nO che sa gnccc weir bauban'y &educcuuts asakushexsseas 19,415.91 
IR NRE cs a oath Sault cas able ounagivesanbod 555.00 
a a a yi cet 2,350.00 
III RIIININON 22 atu strc Sy esc boas wehuceea es rkck gus keneiapteadaxeveusy 500.00 
RN eR a a ecrecag i knelt sat 100.00 
RII ER csr enc ixt tie Rae pe ee A he tna. gay SS nin coasts spit ; 3,000.00 
RMR MEMO bee 55.20 66 ccs ocr. tay Sa eae cyto eo Soph stan eee pceaes tes eee 4,965.00 
38,866.65 
ene aol Semniad ered 8 Tee 32 BPRS TOGO oan scscssecevacesccasccscaccacesecarseeseceareesossnesss . $ 2,651.62 


SSS 
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WN I oy. orctas Sc oioas ce eke $ 313.93 
SCARE SERA aa 2,337.69 
$ 2,651.62 

PROBLEM 2 


Final Examination, October 1951 
Accounting II, Question 6 (27 marks) 


The F Lumber Co. Ltd. leased a timber tract in 1944 for $4,500,000. The tract contained 
an estimated 500,000,000 board feet. During the five years ended 31 July 1950, the 
company constructed a main logging road at a cost of $600,000 and the spur roads necessary 
to log the whole tract at a cost of $350,000. A mill was erected at a cost of $580,000 
and the necessary logging equipment cost $460,000. 

The operating results for the five years ended 31st July 1950 were as follows: 

Sales of lumber—all lumber sold ...................:cccecccssesesteesteeeees $15,600,000 


Cost of lumber sold 
Logging and mill labour and expense (300,000,000 





BORN) RED cca oh at docs eu nial send ke evactardaieecsevsonnests $ 6,948,000 
Depreciation of plant and equipment ................0..0..... 624,000 
Plant and equipment repairs and replacements ............ 522,000 
Maintenance of spur roads ............c ruse 70,000 
Maintenance of main logging road ..............ccc ee 170,000 
Amortization of main logging road ................000:00 360,000 
Amortization of lansing SPUre: <....:.05.6.6:i655.0c00c680.eciee. 210,000 
PUI FF NO vost tosken sei ai Gines 2,700,000 

$11,604,000 
$ 3,996,000 
Selling and administrative expenses ..................ccccccceceeeees 888,000 
$ 3,108,000 
INN Fic oe RS al 2 OO oie tne AES: a hea I a cach 192,000 
$ 2,916,000 
BE, eR ee SS 2 SIN era RT ee 1,166,400 
NER I sh ear cet reais ces ated aceite ttee $ 1,749,600 


The company has paid $50,000 for an option on an adjoining timber lease estimated 
to contain 300,000,000 board feet. The lease provides for stumpage payment of $15 per 1,000 
board feet cut. The management of the F. Co. Ltd. think it might be profitable to acquire 
the lease and request CA to prepare a statement showing whether or not it would be profitable 
to do so. 
It is estimated that: 
(a) Cutting of the present tract will be completed by 31 July 1953 at which time the 
plant and equipment will have a scrap value of $120,000. 
(b) Cutting of the tract under option will be completed in the three years ending 31 
July 1956 at which time the plant and equipment will have a scrap value of $30,000. 
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(c) The present equipment will be adequate to complete the logging and manufacture 
of the lumber in the present and optioned tracts but repairs and replacements for 
the 3 years ending 31 July 1953 will be at a rate 10% higher than that prevailing 
during the last five years and for the 3 years ending 31 July 1956 will be at a rate 
20% higher. } 

(d) Maintenance charges on the main logging road and existing spur roads will increase 
10%. Spur roads into the optioned tract will cost $850,000 to construct and 
$60,000 a year to maintain. ’ 

(e) Annual selling and administrative expenses will be 15% higher than for the past 
five years. 

(f) Interest expense will decrease $9,600 each year. 

(g) Taxes on income will be 45% for the 1951, 1952 and 1953 fiscal years and 
48% for the 1954 and subsequent years. 

(h) The option payment is to apply against the first year’s charge under the contract. 
The option contract provides for a minimum annual charge of $50,000 to apply 
against the stumpage fee due for each year. 

(i) Seiling prices, per 1,000 board feet, will be 


for year ending 31 July 1951 ........ $55 
i ree 55 
BOSS sinscees 58 
TSA csssisss 54 
ROSS ciccc. 52 
1956 ssn: 52 


(j) Logging and mill labour and expense will be at a 15% higher rate than for the 
past five years for the next four years and at a 25% higher rate for the succeeding 
two years. 

It is to be assumed that the number of board feet of timber cut, manufactured and sold 
in each of the three years ending 31 July 1953 will be the same and that the number of 
board feet of timber cut, manufactured and sold in each of the three years ending 31 July 
1956 will be the same. 

Required: 

Such statements as are necessary to show the extent to which the company would find it 

profitable or unprofitable to take up the option on the adjoining tract. 


A SOLUTION 


F LUMBER CO. LTD. 


ESTIMATED RESULTS OF OPERATIONS 
for the years 1951, 1952, 1953 
on basis option not exercised 


PRESENT TRACT 
Sales 200,000,000 board feet 
page BN MN CE NES wos ois csc os ses chcasevnasuncpisssseesessesdelesadsecSsedovaesesectents $ 7,333,315 
reas Fn IE INE IB GS oreo sSiss a cgeacineicats A ema ecenfeateaedowaaect 3,866,686 


$11,200,001 
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Cost of lumber sold 


Logging and mill labour and expense ...............ccccecscesssseseeeeseeeseees suas © 5,326,800 
Depreciation on plant and equipment ...................::cccccccceeeceeeeereeeeeeseeeteees 416,000 
Plant equipment repairs and replacements .....................0ccccccccsseseeseeneesecseteeeees 382,800 
I oa ag aie SEAS vi nctd can casannacoiniienccbbccionanceee 51,333 
MIRROR COR TADS MONET ODEN 5 << ec c8 cde so scccacassninncsocscesensavanscnstessacovseesees 124,667 
Peretti OE mint LOGGING COON ....2.5.5:.-...0.0000ccssescsssecsescescssesessocssevesess 240,000 
a NNN SN OI UN os Ais cy nace Does soe sv nes saeasessevencensemascensehs siceaaes 140,000 
NIN TR Fy 5 os soa era el cd dea dalenanigoa Cediweiuoasdciebaseaddaneaate 1,800,000 
8,481,600 

Selling and administrative expenses 
($177,000 +- 159): = 3 wee S208 2400S 3 oi. cncsisccscccclinncnsecionss 612,720 
9,094,320 
I 5S Sis sep ele a rca ay ak en Sa ease ea deena en uc ndheIs eaee L eoes 57,600 


9,151,920 





2,048,081 
POE Vn RUIN ne NN cs le oe Ma ie ated i at ie ar 921,636 
nee NN RUNNIN 3005531072 F ests Sia Sas aad agate Oe RI $ 1,126,445 
ASE Vee OE CUUSINIERE: noise cies iiccctccci dace ntiis $120,000 
SUNITA En) hh ln gus, ees ore ea 54,000 66,000 
1,192,445 
RRR RE Ae ee ee Po PROOF ee ae 50,000 
Net return if operation terminates with present lease ...................... - 1,142,445 
F LUMBER CO. LTD. 
ESTIMATED RESULTS OF OPERATIONS 
for the years 1951 to 1956 
on basis option exercised 
1951-53 1954 1955 1956 

Sales of lumber — board feet ................ 200,000 M 100,000M 100,000M _ 100,000M 


$11,200,000 $5,400,000 $5,200,000 $5,200,000 


Cost of lumber sold 
Logging and milling labour and 


| acest nese 5,326,800 2,663,400 2,895,000 2,895,000 
Depreciation of plant & equipment 166,400 83,200 83,200 83,200 
Plant and equipment repairs .......... 382,800 208,800 208,800 208,800 
Maintenance of spur roads .............. 51,333 60,000 60,000 60,000 
Maintenance of main road .......... 124,667 62,333 62,333 62,333 
Amortization of main road .......... 96,000 48,000 48,000 48,000 
Amortization of spur .............0.. 140,000 283,333 283,333 283,333 
Amortization of lease .................... 1,800,000 
(Si ee aa 1,500,000 1,500,000 —_1,500,000 


8,088,000 4,909,066 5,140,666 5,140,666 
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Selling and administrative expense 612,720 


Interest 


8,758,320 


2,441,680 
1,098,756 


Profit before taxes 
Taxes on income 


$ 1,342,924 


Total profit (net) for the six years 
ended 31 July 1956 
Add: scrap value of plant 


$ 1,271,748 


1,301,748 

Less: option payment and two years’ 
carrying charges 

Net return if option exercised $ 1,151,748 


Editor’s Notes 


5,113,306 


286,694 


$ 218,636 
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204,240 204,240 204,240 


5,344,906 5,344,906 


(144,906) (144,906) 


68,058 


$ (144,906) $(144,906) 





(1) Taxes on income for the year ended 31 July 1954 are computed as follows: 
Profit before taxes, year ended 31 July 1954 
Carry back loss for year ended 31 July 1955 


Tax: 48% of $141,788 


Note that to answer this part of the problem correctly, it was necessary to 
show operating results for each of the years 1954, 1955, and 1956 separately and 


not in total for the three years. 


(2) The expenses included in cost of lumber sold vary with the volume of lumber cut 
and milled each year, and should not be computed on a straight line basis (ie. 


divided evenly between the years). 





